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Brazilian-American Relations: 
Case Study in American 
Foreign Policy 


By SIMON G. HANSON 


The incompetence of the Department of State since the 
second world war has been such that case studies in policy 
commonly become case studies in “the failure of” policy. This 
article examines our economic relations with Brazil. It is 
of course an examination into the failure of policy. But the 
article suggests that the analyst who attributes the failure 
solely to the generally-recognized triumph of mediocrity in 
the State Department ignores the character of the policy- 
making mechanism in this country. 

There is a business community in the United States with 
an immense stake in Brazil. During the period under exami- 
nation it showed itself upon occasion to be capable of exert- 
ing immense influence on policy decisions within the State 
Department. Yet, it failed notably to grasp the policy-re- 
quirements of the Brazilian-American relationship and to 
exert suitable influence on the policy-making that affected 
that relationship. And beyond the business community the 
mass comprehension of the requirements of constructive 
policy suffered continuously from the incredible ignorance 
and default on obligations which characterized the leading 
foundations and the universities and other so-called sources 
of leadership. Brazilian-American relations did not involve 
any of the blackout of public knowledge which is inevitably 
involved in decisions for the more sensitive areas of our na- 
tional security problems. Yet, the Department was permitted 
to botch this job too. 

Background of Policy. The United States of America has 
had no better friend than Brazil in the western hemisphere. 
Historically, the reservoir of goodwill has expanded steadily 
on both sides and has gained in depth instead of being 
limited to the Foreign Offices. During the second world war, 
Brazil gave full demonstration of the practical significance 
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of the relationship. Sumner Welles has written that “the 
support given to the United States by the Brazilian govern- 
ment even before the attack on Pearl Harbor had been whole- 
hearted and spontaneous.”! Before the Japanese attack, 
President Vargas informed the Japanese that war on the 
United States would be regarded as action hostile to Brazil. 
And as soon as the United States was drawn into the war, 
Brazil moved swiftly to break off relations with the Axis 
powers, and within six months to declare war upon them. 
“Even in the dark days of the first half of 1942,” Cordell Hull 
has written, “they (the Brazilians) were willing to assume 
all the risks that aid to the United Nations comported.” 2 
Diplomatic assistance in negotiations with Portugal and in 
arrangements with the other American republics, was gener- 
ously forthcoming. Military cooperation was whole-hearted: 
The Navy was offered Brazil’s naval facilities, the Brazilian 
fleet cooperated with the South Atlantic squadron, the prompt 
agreement to permit utilization of airfields and installations 
in northern Brazil was the decisive contribution to the suc- 
cess of the North African operation, Vargas and Roosevelt 
swiftly reached an understanding as to possible uses of Braz- 
ilian military forces in such plans as that for the Azores, and 
a Brazilian expeditionary force went out to Italy to fight 
alongside U. S. divisions in a fashion that prompted General 
Mark Clark to write that “the people of Brazil had a right 
to be proud of the accomplishments and sacrifices of their 
fine Expeditionary Force.” * 


On the economic side, Brazil adopted suitable measures to 
control Axis assets and Axis interests, controlled exports so 
as to prevent aid to the enemy, pooled its shipping in the 
common cause, suffered patiently the hordes of ill-chosen 
deadheads descending from the north in quest of expansion 
of production of strategic materials. When it came time to 
finance UNRRA, “Brazil’s contributions ranked in size be- 
hind only those of the United States, United Kingdom, Canada 
and Australia, and totalled nearly 2% of her national in- 


1Sumner Welles, Where are we heading? (Harper & Bros., 1946), 
p. 221. 


2 The Memoirs of Cordell Hull (Macmillan, 1948), Volume II, p. 1423. 
3 Mark W. Clark, Calculated Risk (Harper & Bros., 1950, p. 451.) 
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come.” * Throughout the war the Brazilian record shone the 
more because of the contrast with Argentina’s performance 
which Hull has effectively described as a “crime against demo- 
cracy” and a desertion of “every basic principle of Pan 
Americanism.” ® 

During the war there was no specific formulation of policy 
toward Brazil beyond that which governed our relations with 
Latin America generally. There was a specific focal point 
of cooperation in the establishment of the symbolic impor- 
tance of the Volta Redonda steel venture, under which the 
Department defended the priorities for that project against 
projects that seemed more immediately in the interests of 
the defense effort. And there was the generosity of the 
Inter-American Coffee Agreement, from which Brazil was 
the major beneficiary. Beyond this, the basic policies affect- 
ing Latin America prevailed for Brazil. In the case of the 
distribution of short-supply goods from the United States, 
which was the key economic policy, certain astute economic 
officers of the Brazilian Embassy in Washington early sus- 
pected that a prominent economic aide in the Department 
was discriminating against Brazil, but their own sense of 
diplomatic propriety caused the Brazilians to refrain from 
protest. A curious footnote to this episode is that the State 
Department official posed successfully within the Department 
as the person with whom the Brazilians preferred to deal, 
and thus was able to multiply the damage done. Further, as 
an historical footnote, the same official fumbled implementa- 
tion of the policy-statements that were drawn up for our 
relations with Argentina, which led finally to the preferential 


4The History of the United Nations Relief and Rehabilitation Ad- 
ministration (prepared under direction of George Woodridge, Columbia 
University Press, 1950), Volume I, pp. 121-124. 

5 Memoirs, pp. 1420-1422. 

6 One may be sure that Welles would never have permitted this 
discrimination to continue. But Welles was never able to bridge the 
gap between enunciation of policy and implementation of policy, and 
thus missed the failure in implementation. The same failing was 
present in the Argentine policy-statements on which checkups of 
implementation were inadequate. Hull on his part had to rely on the 
bits of information that he could extract from the Welles’ team during 
periods when Welles might be away from the Department, and accord- 
ingly was also inadequately informed on the vital question of policy- 
implementation in the Latin American economic field. 
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treatment accorded Argentina toward the end of the war 
and early in the post-war period, as against Brazil and other 
fighters in the democratic cause. 

It was not particularly surprising that the Department 
failed during the war period to grasp the need for a construc- 
tive policy toward Brazil. (1) The Department had never 
had any conception of long-range constructive economic 
policy. It was essentially functioning in the role of fireman. 
It awaited outbreak of a fire, sent out the engines (poorly 
manned and usually of obsolete design) to put out the fire 
or in the Department’s tradition merely to smother it tem- 
porarily, so that the fire broke out again shortly and again 
necessitated a call upon the faulty apparatus. (2) The war- 
time attitude of the Congress discouraged post-war planning. 
The Assistant Secretary of State charged with coordination 
of economic policy found it politic to insist in a prepared 
speech that “neither by training nor position” was he quali- 
fied to expound the strategies of the peace which is to follow 
this war. (When later he achieved the “position”—Secretary 
of State—he was to encounter vigorous Congressional agree- 
ment that he lacked the “training” and other qualifications 
for “expounding the strategies of the peace.”) The Execu- 
tive Director of the Board of Economic Warfare testified 
that only two or three part-time employees in his organiza- 
tion were engaged in work on post-war problems, which led 
the subcommittee of the House Committee on Appropriations 
to note approvingly that “the more time spent on what you 
are going to do after the war is over, the worse you are right 
now.” It was easy to neglect post-war problems in this cli- 
mate. (3) The economic personnel of the Department con- 
cerned with Latin American problems was notoriously in- 
capable of spotting new policy-challenges; the men were 
essentially paper-shufflers building their reputations on the 
speed with which they could clear paper and unable to com- 
prehend that the inevitable reappearance of paper after such 
handling demonstrated a fundamental failing.? On major 


7 Books like The Challenge to Isolation (W. L. Langer and S. E. 
Gleason) apparently rely excessively on State Department memoranda 
and tend thus to present a distorted picture of the inter-departmental 
setup and of the contribution of the respective agencies. (Department 
memoranda frequently incorporated without credit-lines the policy ideas 
and themes generated in other agencies). 
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problems, leadership had always come from outside the De- 
partment, but with outside agencies increasingly concerned 
with the more immediate issues of war and peace, Latin 
America could not command their attention and accordingly 
constructive leadership failed to materialize. 


What is important in an analysis of the post-war period is 
that Brazil had emerged from the war a great ally that had 
responded nobly to every test. On this basis alone it might 
have been expected to assume a central position in the devel- 
opment of positive policy by the State Department. But 
there was an even broader base for Brazil’s central role in 
a proper enunciation of policy: For Latin America and parti- 
cularly for Brazil, the core of the economic problem and of 
policy relationships with the United States was developmental 
investment, principally the future of private investment in 
Latin America. The climate of investment had been deter- 
iorating and there were indications that it might deteriorate 
further. New-deal Washington had been inclined to go along 
with the notion that the day of private foreign investment 
was pretty much over, that this had essentially become a 
liquidating position. But this was not the official position of 
the United States Government. If a major area or a country 
with a major investment potential could be built up as an 
example of what private investment properly encouraged 
could accomplish under current conditions (there was of 
course an abundance of examples from earlier periods), it 
might have a decisive influence in reversing the trend of 
opinion overseas and in quieting the New-Deal opponents 
of the American system. By every measure, the logical se- 
lection for the test was Brazil: 


(1) In Brazil, American private capital had contributed 
immensely to economic development, had made reasonable but 
satisfactory profits, yet had not become entangled in earlier 
periods in the excesses of poor corporate leadership which 
had permanently damaged the climate of investment in some 
other Latin American countries. (2) There was a tremen- 
dous growing interest in Brazilian investment being shown 
by American corporations. (3) Brazil’s trade position—its 
complementary rather than competitive exports, the numer- 
ous prospects for expansion of exports to the United States— 
not only assured an unusual dollar position as against such 
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countries as Argentina whose trade was oriented toward 
Europe, but also provided intangible leverage toward main- 
tenance of good relations even though such leverage might 
never be utilized. (4) Brazil had a unique resource and 
population potential of sufficient size to warrant an immense 
investment effort, deep in volume and widely diversified. 
Clearly, the place to run the test of private investment was 
Brazil. 

Unfortunately, not only did the Department fail to per- 
ceive the central role of Brazil in any effort at constructive 
policy, but also it failed even to diagnose the general problem 
correctly. This is illustrated most clearly in the Depart- 
ment’s conduct in the preparation of the proposals for “ex- 
pansion of world trade and employment” when the Depart- 
ment insisted that the basic issues of investment be avoided. 
Whether this stemmed from a lack of intelligence or a lack 
of guts is not important. To fail to give adequate considera- 
tion to the requirements for expanded private investment 
was to doom the very concept of expanded world trade and 
employment. This was made clear by representatives of the 
other government agencies early in the discussions, but the 
Department failed to recognize the point. 

As background, then, we have a faulty diagnosis of the 
general problem by the State Department, and beyond that 
an utter failure to grasp the claim of Brazil to a central role 
in developmental policy. Long before President Truman 
tagged the developmental interest of the United States with 
the label “Point IV,” it was generally recognized that the 
focus of our policy toward the under-developed areas was 
acceleration of development. The focus was accelerated de- 
velopment, the central vehicle for this interest was private 
investment, the focal point of policy test was logically Brazil. 
That the focus of broad economic policy should coincide with 
the unusual political and security relationships of the United 
States with Brazil was a happy fact. Here was one of those 
rare “naturals” in national policy. How was it handled? 

The Climate of Policy Decision: Brazil. At the risk of locat- 
ing the cause of failure before developing the alternatives of 
policy, let us examine both the State Department’s orientation 
and that of Brazil. Brazil in the post-war period made vir- 
tually no effort to capitalize on the immense goodwill that its 
war effort had generated. Even when the communists in 
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Brazil showed unusual strength, some 10% of the voting 
total, and when countries the world over were capitalizing 
on the strength of the communists in their areas by con- 
fronting the United States with “either or” arrogance, Brazil 
made no effort at such blackmail. Even more notable, per- 
haps, was the refusal of Brazil to participate in the purchase 
of “influence” in post-war Washington. A number of New- 
Dealers rushed to Brazilian officials to suggest how much 
“good” they could do Brazil for a price, but the Brazilians 
refused to budge. One economist, almost at the head of the 
pack when he crouched close to the throne, has been reported 
saying when he returned crestfallen from making the pitch: 
“They never even asked me the price. They just did not 
want to have any of it.” This honorable conduct during the 
period when the so-called Truman-sickness was so prevalent 
in Washington might in itself have justified special considera- 
tion for this worthy ally and friend. 

The Climate of Policy Decision: United States. The Depart- 
ment’s decision on the broad handling of the good-neighbor 
policy during this period helps explain the failure on Brazil- 
ian policy. During the post-war period, the Secretary of 
State delegated authority on Latin American problems to a 
degree which had not occurred even when Hull was Secre- 
tary. Even when Welles had a firm grip on our Latin 
American policy, Secretary Hull took a greater interest in 
Latin America than did the Secretary’s office during the post- 
war period. In marked contrast with the continuous con- 
sultation and sharing of information as between equals, which 
had characterized Welles’ skillful diplomacy, the Department 
relegated Latin America to a minor role, designated an un- 
tested young man of no standing either in Washington or in 
Latin America to conduct a holding operation, and turned 
toward other areas. A revealing tabulation could be pro- 
vided by a scholar who went to the bother of noting the num- 
ber of times that the Secretary of State deigned to consult 
with the Ambassador of Brazil, in contrast with the Welles- 
Hull treatment of Brazilian envoys during their period in 
office. 

We had then first, a full delegation of authority which pub- 
licly flaunted the Secretary’s lack of interest in Latin Amer- 
ica, and second, a decision to make of the delegated authority 
a holding operation, lacking any concept of constructive acti- 
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vity, and to be implemented chiefly by the tongue and the 
bottle. The Department was apparently going to talk the 
Latins deaf and drink them blind. For the newsmagazines it 
continued to be sufficient to evaluate the stewardship of the 
good-neighbor policy in terms of the excellence of the Spanish 
spoken by an Assistant-Secretary and of the abundance of 
social functions. But language is a tool rather than an ob- 
jective of policy, and except in the United States it is not 
considered a particularly unique qualification for the planning 
and direction of foreign policy. And the record of the period 
indicates that the Latin Americans required fewer rest 
periods from the heavy traffic in liquor than did many of 
their American counterparts. Meanwhile the outside-agency 
machinery of our government had broken down. Treasury 
had meekly accepted relegation to an insignificant position. 
Commerce — never capable organizationally of policy posi- 
tions—was even more hampered now by the Secretary’s lack 
of interest in the foreign field. The vigor of the Rockefeller 
office was gone. 

The concept of a holding operation spread its damage to 
all phases of policy. On the economic side, every inter- 
American conference in the post-war period was a failure, 
with none more so than the lost opportunity to mobilize the 
good-neighbors at the Washington conference after the Kor- 
ean War broke out. Poor preparation characterized every 
one of the meetings, a sense of no-purpose bogged down each 
delegation named by the United States, failure piled upon 
failure. The Pan American Union was reorganized, yet 
President Peron of Argentina did not miss the point by far 
when he charged in January 1952 that the Organization of 
American States had “entered a stage of progressive anemia,” 
that “the inept political leadership of the United States State 
Department had brought the organization to the brink of 
debility and uselessness.” And this chaos was nowhere more 
marked than in the economic field. Nowhere in the State 
Department was there any conception of using the expanded 


8 Months after the mobilization conference, at which both tongue and 
bottle were active on the part of the American delegation, the State 
Department was able to report that the Latin American contribution 
to the joint effort of the United Nations in Korea was $1.3 million (as 
of Sepember 7, 1951)! Plus the Colombian military contribution. Some 
success! Some diplomats! 
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Union facilities for purposeful economic cooperation. U. S. 
representation at the Union has continued to be hopelessly 
inadequate, and the successive meetings of the Economic and 
Social Council are in the nature of a joke in Washington. 
There is no more ugly or ignorant statement than that which 
is frequently attributed to Department officials: “At least 
they cannot do any harm down there, so what?” ® The same 
sense of apathy and unconcern has marked the expansion of 
the UN apparatus for Latin America, again with a minimum 
of return for the money and technical energy devoted. And 
of course, the seat of the disease is the Department itself. 

The expansion of Department personnel has been self- 
defeating as far as policy development is concerned. The 
Policy Planning Committee has been wholly ineffective as 
far as Latin America is concerned, apparently because of the 
strain of justifying the Department’s shortcomings in other 
areas. The Intelligence and Research unit has been so use- 
less and lacking in genuine function that its officers have been 
out continuously seeking additional commercial employment 
—writing propaganda for private foundations, teaching, 
etc.!° The functional-geographical battle within the Depart- 
ment (the struggle as to whether geographic desk officers or 
economic officers detached from the geographic shall have 
primacy) has been continuous, but what is significant is that 
neither side has known what to do with its jurisdictional 
triumphs as first one then the other emerged victor. 

Finally, in any account of the stewardship of the good- 
neighbor policy of this period there would have to be men- 
tioned the Department’s basic distrust of Congressional and 
public scrutiny of the facts. The public has been buried 
under the barrage of propaganda as to “successes” of con- 
ferences, international organization, individual country rela- 


®It might be noted that the Latin Americans themselves apparently 
have no more serious opinion of the function of the Pan American 
Union than do these U. S. officials, for they even lack sufficient interest 
to pay their dues at these international bodies. The State Department 
told an angry Appropriations Subcommittee in September 1951 that the 
Latin Americans were in arrears on their commitments by some $5 
million for 1946-50, some 40% of which was the Argentine arrears. 
(The burden of international agency participation for Latin America 
was then running around $6.5 million with perhaps something of the 
same amount for liaison and representation). 
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tionships, aided by such devices as the phony “consulting” 
with carefully chosen “leaders” who are unable to judge from 
the limited facts made available. And in the Congressional 
relationships, the Department has not only practiced decep- 
tion but also has jeopardized the conduct of foreign policy by 
striving continually to overstate the gains to the United 
States and understate the gains to foreign countries from 
various policies. It was, for example, inevitable that nego- 
tiations over raw material supplies and prices should go 
badly, when the Department itself was continually asserting 
the “limitless” value of foreign supplies while minimizing 
the importance of our parallel assistance in exporting goods 
available only in the United States and in providing a volume 
market for raw materials that might otherwise have difficulty 
in finding equally lucrative outlets elsewhere. Votes won 
from the U. S. Congress by this device have been increasingly 
costly in terms of our relations with Latin America. 

Our Brazilian policy, then, takes its orientation in this 
concept of the good-neighbor policy. 

U. S. Policy for Brazil: The State Department. It was clear 


even before the war ended that an immense investment in 


public works would have to be made in Brazil to accompany 
and support the second wave of industrialization, the first 
wave having been virtually completed as Brazil moved into 


10 The State Department has testified in House Appropriations Com- 
mittee hearings that it prefers not to have our UN mission in the 
same building with the UN staff in New York: “We prefer to have our 
mission housed in a separate building for security reasons.” But when 
a hard-working reporter discovered that officials of the Intelligence 
and Research Unit of the State Department were negotiating the sale 
to a UN agency of memoranda to be written by them in the Depart- 
ment presumably from the fund of knowledge accumulated within the 
Department and with use of Department reports, the Department first 
officially denied the story, then when faced with a specific Congressional 
inquiry lied about it, and then in fumbling with ways and means of 
covering up the lie indicated that there was no general ban on sales 
of this kind, although the attendant publicity in this case had appar- 
ently caused the Department to stop the deal in question! The inno- 
cent layman would be inclined to think that sale of memoranda out 
of an Intelligence Division is as dangerous as housing the UN mission 
in a building with UN staff, and that in organizational terms the solu- 
tion for officials who lack sufficient work in the Department is to fire 
them. Or to transfer them to such UN organizations as are function- 
ing as unemployment-relief providers! 
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heavier industry. This translated in policy terms into a need 
for an advance commitment to assist in these transport and 
power improvements sufficient (a) to make an impression 
upon Brazilian public opinion as to the character of our co- 
operation and to help set the stage for the necessary accom- 
panying legislation to permit expansion of Brazil’s export 
capacity (to service the loans) through foreign private in- 
vestment, sufficient (b) to enable Brazil in its own financing 
to plan well in advance a big increase in its extraordinary 
public works budget, there being at the time only a piddling 
$50 million extraordinary budget, sufficient (c) to make im- 
pact on Brazilian requirements, i.e., proportioned to the im- 
mensity of Brazil’s requirements. 

It was clear that if Brazil attempted to continue indus- 
trialization at the same rapid pace with continued deferring 
of advantage to the mass of workers, i.e., with an actual de- 
cline in real wages or at best only a maintenance of the low 
standard of living, it might be risking a great political up- 
heaval, for historical precedent existed for thinking that 
continued deferring of advantage to the mass of workers 
would be possible only with the discipline which a totalitar- 
ian state would be willing to impose. This translated in 
policy terms into a need to cooperate in counter-inflationary 
measures, and during emergencies such as crop failures to 
help supply and finance necessities to break dangerous ten- 
dencies in the wage-price spiral. 

It was clear that the Welles policy of accepting Volta 
Redonda as a symbol of Brazilian-American cooperation and 
of pushing the shipment of plant even during the worst days 
of war-time shortages had been wise, and it was desirable 
that additional symbols capable of mass comprehension be 
created. This translated in policy terms into creative analy- 
sis of such activities as that in shale in Brazil—of which 
more later. 


It was clear that the financial approach to the Brazilian 
problem must comprehend that U. S. financing, whether pub- 
lic or private, involves the same capital market and that 
accordingly the responsibilities and the sanctions of an inter- 
national capital market must apply, i.e., that Brazil needed 
both types of capital and the flow of one without the other 
would doom the whole effort to defeat. This translated in 
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policy terms into imaginative effort to find satisfactory 
formulas for immediate expansion of mining and petroleum 
output in Brazil and to demonstrate clearly the dangers to 
Brazil and the policy-impossibility for the United States of 
an unbalanced financing effort. 


It was clear that because of the size of the potential and 
because of the peculiar importance of Brazilian develop- 
ment to American policy, it was desirable to have a financ- 
ing vehicle capable of (a) maximum flexibility, (b) maximum 
control over rate relationships and type-of-loan relationships, 
(c) inter-locking with other vehicles of U. S. economic co- 
operation. This translated in policy terms into a policy 
decision as to whether we might not make Export-Import 
Bank the vehicle for financing Brazil instead of subjecting 
Brazil to the competition between Exim Bank and World 
Bank, the latter involving decisions over which U. S. control 
was somewhat less easy than that of the Export-Import 
Bank. 


Against these requirements of policy, there is the Depart- 
ment’s record: (1) It set up criteria for cooperation with 
Brazil far more harsh than those applied to less important 
and less deserving countries in Latin America. (2) It care- 
lessly rewarded Argentina for its unfriendliness and for its 
continuing damage to the cause of the good-neighbor policy. 
(3) It never had any serious conception of planning a vast 
program of financial cooperation with Brazil which would 
proceed simultaneously with the mounting private-investment 
activity already well under way. In the six years ending 
June 30, 1951 a piddling $83 million gross and $46 million 
net (disbursements minus repayments) was disbursed on 
Brazilian loans by the Export-Import Bank—less than $10 
million per year in a country with the size and potential of 
Brazil! (4) It never reached a decision on the relationship 
between the Export-Import Bank and the World Bank as to 
developmental financing, and as far as thinking in terms of 
the special flexibility requirements for the special Brazilian- 
American relationship, there was no thinking in the Depart- 
ment. It might be noted that Congressional committees have 
continually sought from the Export-Import Bank some indica- 
tion as to why the duplicating facilities for developmental 
financing are needed, this query being the more pointed be- 
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cause when the Administration was shoving the World Bank 
through the Congress it gave clear indication that the Ex- 
port-Import Bank was on the way out so far as developmental 
financing is concerned; yet, no straightforward answer has 
ever been forthcoming, and of course the uncertain relation- 
ships between the Banks continue.'! (5) As far as public 
relations is concerned, the Department was still at the 
“spread the line” stage. It had no conception of glamorizing 
the Brazilian-American relationship by projects that might 
capture the imagination of the Brazilian people and thereby 
improve the basic climate for cooperative decisions in Brazil. 

Thus, for Mexico it was possible to extend first a $50 
million line of credit and later a $150 million line, in order 
to enable the Mexicans to budget their developmental plan- 
ning with some assurance of financing. But for Brazil, there 
was a rabbit-warren of study-missions which were educa- 
tional for the men who made the junkets but which carried 
no weight in Washington, which could offer no solid basis 
for budgeting developmental projects in advance, which 
brought nothing back that was not already known to the old 
Brazilian hands in Washington and New York. For Argen- 
tina, with its betrayal of the objectives of the good-neighbor 
policy already proven and now on the road to betraying its 
own people into a loss of all their freedoms, it was possible 
to extend a $125 million loan, despite economic and financial 
conditions far worse than those ever found by a mission in 
Brazil, and it was feasible for the Department of State to 
push the loan through the inter-departmental committees in 
a matter of weeks, instead of the year or more which might 
be required for a relatively sound loan like the Brazilian 
steel supplement to make its way through the red tape. But 
for Brazil there were constant and unending excuses, warn- 





11JIn 1951 the House Banking and Currency Committee suggested an 
inquiry into the functions of the two banks and the Export-Import 
Bank offered to cooperate. A member of the Committee expressed his 
regret that U. S. participation had been allowed to sneak away from 
the jurisdiction of the Committee. This was about the time when 
inquiry as to certain irregularities at the World Bank occasioned a 
reply by the SEC that the World Bank had been allowed to assume a 
position of privileged sanctuary, so that even practices worse than 
those the private bankers had been accused of in the old dollar-bond 
days would probably be free from corrective efforts by the SEC. 
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ings, and worries about military incompetence or graft on the 
railways, budgetary practice inadequacies, inflationary ten- 
dencies, etc. Anything to stop vigorous brisk action where 
Brazil was concerned. For Panama, it was possible for the 
head of the Export-Import Bank to explain a white-elephant 
loan to the House Appropriations Committee in this fashion: 
“It might be that you could pick out other ways to invest $4 
million that would do more for the economic welfare of 
Panama. ... Why did we get into it? . . . Because the Re- 
public of Panama wanted a hotel.” But for Brazil, it was 
imperative to scrutinize the optimum order of priorities to 
the fullest degree, whether it took years or decades. For 
Chile, it was possible to announce that no foreign interests 
would be permitted to participate in the development of 
petroleum resources and to obtain so much financing for 
alternative uses of its own resources in Washington as to 
enable the government to go ahead and implement this un- 
happy policy which experience the world over taught would 
retard Chilean development. But for Brazil there was con- 
stant harping on the fact that a broad program of assistance 
required a solution of the oil problem in favor of private for- 
eign participation. For Mexico, it was possible to jeopardize 
its whole economic development by nationalizing the oil in- 
dustry and then falling down miserably on its development, 
so much so that had not two wars saved Mexico, even the 
furious pace of lending from Washington could not have 
averted complete disaster. But in Brazil, we preached prin- 
ciple. 


In 1952 when a critical exchange crisis caused President 
Vargas in an ill-considered move to blast the 1946 decree- 
law on remittance of earnings and to institute changes that 
practically wrecked the climate of investment overnight, the 
Department of State immediately let loose a public statement 
deploring the unwise action and warning of its possible 
effect on the process of investment. Yet, it was the same 
Department, which had deemed it proper and wise, when it 
was promoting the unjustified Argentine loan, to seek public 
support by issuing a false statement as to the signs of great 
“improvement” in Argentine-American relations and its con- 
fidence in the regime in Argentina that it was demonstrating 
by the loan, as neat a piece of deception as had been tried out 
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by the Department up to this time. The Department in the 
Brazilian case had thought it necessary quickly to blacken 
the name of Brazil publicly, in the minds of potential in- 
vestors and the general public. But for Argentina, the De- 
partment went on to a national network program to lie about 
the preferential rate of interest accorded Argentina on its 
loan, in order to win public support for a country whose con- 
tinuing record was one of enmity and antagonism to the 
very principles of the inter-American system.” 

This is not to argue that the principles preached for Braz- 
ilian development were wrong. It is merely that consistency 
of policy is important in an area with which we are so in- 
timately linked, and every test of foreign policy demanded 
that if there was to be inconsistency of policy, it must be in 
favor of Brazil and not hostile to Brazil. 

And when belatedly in April 1951 the Brazilian Foreign 
Minister, visiting Washington, was able to extract an under- 
standing that there seemed reason to believe Brazil might be 
able to absorb up to $300 million of foreign loans in the 
course of an (indefinitely) few years and that the official 
banks in Washington might be willing to consider such 
applications, Brazil was still far from the definite line-of- 
credit technique which was possible for other countries, and 
the United States was still far from the public-relations 
values which were inherent in a proper handling of such 
“understandings.” What is even more unfortunate is that 
when the Joint Brazilian-American Development Commission 
was Officially inaugurated on July 19, 1951 (following the 
exchange of notes of December 19, 1950), the U. S. member- 





12 With every slap in the face, the Department has become more 
tender toward Argentina, more open in the preferential treatment 
accorded it. After Peron wrote that “Argentine soldiers will not go 
abroad to defend the Western Hemisphere because the United States 
and other American countries have failed to support Argentina’s 
claims to the British-held Falkland Islands,” the United States handed 
over to him two fine cruisers for a nominal price, with briefing 
to the press that in this way the strength of the Argentine navy rela- 
tive to that of Brazil would be preserved. If the Argentines did not 
intend to meet defense commitments under the inter-American system, 
let alone their UN commitments, was there any sense in turning over 
such valuable war weapons to them? Was the transfer calculated to 
induce greater cooperation from our genuine friends and allies in the 
hemisphere ? 
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ship was again on too low a level to assure proper weight in 
Washington and the Department failed to note the essential 
to any success of the Commission from the viewpoint of the 
United States, namely, that the Commission must not only 
contribute in its work to an expansion of government-to- 
government lending but also must bridge the gap between 
expanded opportunities for private investment and expansion 
of public lending, without which the base of development in 
Brazil would be too narrow to support sizable operations in 
foreign exchange as well as in local currency. By this time 
so many study-missions had visited Brazil that the Brazilian 
press and people were pretty well fed up with the educational 
character of these ventures for Americans in need of jobs or 
kudos, and there was great danger that the Department to 
meet this criticism would press for irresponsible action by 
the Commission that would destroy the broad objective of 
developmental cooperation. 


To newsmen, it had always been clear that one cannot at- 
tract mass enthusiasm by lending a statistician to help with 
national income figures, or an engineer to help with a port 
estimate, or a tax specialist to improve the volume of tax 
collections. This, without challenging in any way the desir- 
ability of such cooperation. Thus, there was constantly being 
suggested that the United States embark on symbolic ven- 
tures in cooperation which could be appreciated by a mass 
audience in Brazil. One such suggestion was that for shale. 
Brazil’s petroleum import requirements were rising by 22% 
per year, requiring $142 million in 1950, $200 million in 
1951, about 25% of all dollar imports, and rising faster than 
Brazil’s capacity to produce dollars. Undoubtedly a strict 
order of priorities in Brazil’s national interest dictated im- 
mediate attention to exploration and exploitation of its regu- 
lar petroleum resources, rather than experimentation with its 
shale. Yet, Brazil had followed experiments made by the 
Bureau of Mines with American shale, saw a partial solu- 
tion to its problem in shale, and had a pressure group in the 
form of certain private interests who were timidly interested 
in getting their feet wet in such a venture, particularly if 
adequate government assistance to the venture were forth- 
coming. The United States lent technical assistance for study 
of the shale resources, it discussed with Brazilians the likely 
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availability of government loans eventually when the feasi- 
bility of such operations was satisfactorily established, and 
an American firm negotiated for construction of a plant. Had 
we fully capitalized on the potentialities of this situation? '* 

We had provided technical cooperation gladly and gener- 
ously, and we would probably succumb eventually to the plea 
for financial aid. Yet the whole operation would have been 
fumbling, a backing into cooperation, yielding none of the 
propagandistic advantages and failing to provide the ultimate 
accompanying assurance of a more vigorous participation by 
private investors in the development of petroleum resources. 
Was there an alternative approach? Could we have boldly 
agreed with Brazil that a shale operation was one reasonable 
though minor part of a program for ensuring Brazil’s petrol- 





13 Shale caught the popular fancy sufficiently to get a considerable 
press in Brazil. But the proportions of the problems were not always 
understood. On August 28, 1950 the National Security Council in 
Brazil voted to establish a shale‘ operation as soon as possible, in 
consideration of vulnerability to cutoffs of petroleum supply. In 
October 1950 a technician of the U. S. Bureau of Mines brought in a 
favorable preliminary report on Brazilian shale resources. In Decem- 
ber 1950 decrees were issued for expropriation of necessary properties 
in the Paraiba River Valley. Foster-Wheeler was consulted regarding a 
plant. In December 1950 a Brazilian came up to continue commercial 
talks and consult with Washington on financing. A Japanese firm 
injected itself in the situation with an offer to bring in the German 
technique with Japanese variations used successfully in Manchuria. In 
1951 a prominent Brazilian returned from an inspection of Swedish 
shale resources, enthusiastic for “Swedish firms which were willing to 
do the job without profit to themselves” and with an argument that 
the venture could boost supplies of short-supply sulphur and nitrogenous 
fertilizers as byproducts. 

Closer scrutiny of the potential indicated that it would cost $30 to 
$35 million per year for facilities that produced less oil than the annual 
increase in Brazilian requirements, that there would still be great un- 
certainties in the special technology that Brazilian shale might require, 
that it was unlikely that Brazil could swing more than one venture (let 
alone simultaneously embarking on a Swedish and an American in- 
stallation), that the existence of sulphur in commercial quantities in 
Brazilian shale had not yet been established, that the enthusiastic 
discussion of Swedish shale ventures failed to note that these had 
never made a go of it financially and had at best broken even only if 
capital used was considered cost-free. In terms of optimum order of 
priorities on foreign financing, this was clearly not a substitute for 
active exploration of petroleum reserves nor the preferential use as 
against transport and power. 
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eum requirements? Being already engaged in extensive gov- 
ernmental experiments to find a place for shale in our own 
security picture, could we have with suitable hoopla em- 
phasized to the world and particularly to the Brazilian public 
that we were joining our technological venture with that of 
Brazil, all to be part of one great cooperative scheme to focus 
on maximum security in fuel and power? Could private 
American corporations have been persuaded to come in for 
a piece of the financing of pilot plants so that they too might 
answer opposition eharges by themselves contributing to this 
section of the petroleum program? Might not the shale ven- 
ture properly conceived have been something with which to 
beat down successfully the communist forces which had 
been trying to keep Brazil weak and vulnerable in war by 
hammering the slogan that “the petroleum is ours” and that 
the resources must remain untouched so as to keep Brazil 
as weak as Moscow wanted it to be? 


There was no lack of cooperative ventures which handled 
suitably could bring home to the Brazilian people the central 
theme and objective of American relations with Brazil: “How 
can the United States contribute most effectively to AC- 
CELERATION of the development of Brazil?” And to 
demonstrate how different this is from the objective of Com- 
munism: “How can Brazil be kept weak and be prevented 
from becoming the economic giant which its potentialities 
warrant?” But there was no place for imaginative thinking 
in the Department. After all, was it not enough that we had 
an Assistant Secretary of State who spoke Spanish? And 
that the largest-ever entertainment fund was being used up 
as quickly as possible? 

Again, when in 1948 a representative of Brazil’s president 
met with Cyrus Eaton, Senator Bulkley and other Americans 
to discuss a broad-gauge program for development of Braz- 
ilian iron and steel, involving a tremendous package deal 
including iron ore, coal, shipping, manganese, wheat, there 
was still time for an imaginative approach to be outlined, 
sweetened with all the instruments of policy which are so 
readily available to Washington, to the end of unleashing a 
tremendous new expansioy of Brazil’s export capacity and 
a great new addition to the popular appeal of the Rio-New 
York axis. The Department was not equipped to step into 
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such situations with any effective contribution intellectually, 
and in less than three years it was apparent that the great 
opportunity for Brazil had passed and primary investment 
interest had been forced to shift to Venezuela and Canada."4 

There are those who argue that the Department’s aid to 
Brazil during the Gillette Committee’s investigation of the 
coffee-price scandal more than makes up for its incompetence 
on other economic matters during the period. Actually, to 
what extent is this true? There had been in process a basic 
change in the supply-demand position of coffee. If Brazilian 
and other foreign speculators had not given this market a 
furious ride, it is probable that a rise of some magnitude in 
the price of coffee would have occurred, that it would have 
been gradual and thus not had the damaging effect on the per 
capita consumption which has continued to dismay the Brazil- 
ians since that time, a larger proportion of the gain from the 
altered situation would have accrued to Brazilian rural work- 
ers and to the Brazilian Treasury, and there would have been 
less leakage in foreign exchange which was kept overseas in 
evasion of Brazilian regulations. And we can be frank— 
the price of coffee would have been lower in the United States. 
The Department’s first thought, however, was the defense of 
the speculators, regardless of the interest of the United 
States which it is after all pledged to defend as an entity 
of the United States Government. It made the good fight 
for the speculators. A successful fight that again involved 
some rather strained juggling of the facts before Congres- 
sional groups. In the long run the net benefit to Brazil of 
this defense of speculative interests may be judged by un- 
biased economic historians to be somewhat less than the De- 
partment considers its accomplishment to have been. 

And it was curious what blind-spots the Department could 
develop when other commodity situations affecting the mass 
of people were involved. During 1950 and 1951 there was a 
considerable decline in real wages in Brazil. In a country 





14 There is no attempt here to discount the weight of the obstacles 
imposed by Brazil’s reluctance to admit foreign interests to anything 
but minority participation. Yet, economic diplomacy involves some- 
thing more than lending money or giving away money, and eventually 
we must be prepared to appraise an Assistant-Secretary’s stewardship 
of the good-neighbor policy in terms of the extent to which the imagina- 
tive creative touch is brought precisely to problems of this kind. 
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with an already low standard of living, with recurring short- 
ages of essentials that aggravate the price, the failure to con- 
trol the wage-price spiral had great political significance.' 
On top of this the failure of the Argentine wheat crop made 
it necessary for the Brazilians to buy wheat in dollar mar- 
kets—an outlay of some $125 to $175 million in dollar ex- 
change on top of an already unsatisfactory exchange position. 
The situation did not develop overnight. Yet, it was notable 
that the Department took no interest. Was it desirable that 
the Wheat Agreement quota be expanded so as to lessen the 
strain on dollar reserves? (Was there not at least one 
precedent for expansion of quotas in the not too distant past? 
And was not the peculiar importance of Brazil such that it 
might warrant for once in a decade special treatment?) 
Could special financing be arranged at very low rates and 
amortized over especially long periods, so that Brazil might 
be able to avoid the always-existing temptation to take dras- 
tic action on its investment position? If the Department had 
been working on a Brazilian program with any seriousness, 
it would have faced up to this problem realistically. It did 
not. And overnight, in final exasperation, Brazilian action 
occurred which might for a long time impede the investment 
objectives of this government. 

Next, it may properly be asked: What was the American 
business community doing during this period? 


U. S. Policy for Brazil: The Business Community. For Ameri- 
can business there was a double challenge. Business had to 
prove decisively to Washington that the day of private in- 
vestment was not over and that American business would 
invest in sizable volume whenever and wherever a suitable 
climate of investment existed. Failing to prove this point, 
it could not hope to reverse the extreme bias in favor of 


15 Data on cost of living and on the level of wages are very unsatis- 
factory. It is possible that the cost of living may have increased by 
20% in 1951 and the general level of wages by 9 to 12%. Wide em- 
ployment opportunities helped the urban workers keep real family 
income close to the level prevailing at the beginning of the year (which 
was lower than at the beginning of 1950), but the rural workers had 
definitely failed to gain from the immensely profitable export prices and 
were losing ground, and for the urban workers the irritation of short- 
ages combined with the irregular success among them in pacing the 
wage-price spiral to create a broad basis for social unrest and tensions. 
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statism and socialism which prevailed in Washington. And 
in Brazil, it had to continue to make the great contribution 
to productivity which had for decades marked the American 
investment effort, and to capture the imagination of the 
Brazilian people as to the potential of American investment, 
in terms of the effect on the Brazilian standard of living. 
As ancillary policy-objectives, business had to get the widest 
possible diversification and number of corporations into Braz- 
ilian investment in order (a) to establish a broad pressure 
interest as far as Washington was concerned, and (b) to 
avoid identification in Brazil of the American investment 
effort as being that of a few large corporations. (If the 
reader is surprised at the emphasis on the relationship with 
Washington, he should remember the trend of Washington 
thinking and the fact that direct investments were through- 
out the period an unwanted step-child of policy in the De- 
partment of State, accorded no representation in the coun- 
cils of the Department at suitably high levels). Further, it 
was desirable that a continuous public-relations and informa- 
tion effort be made to stimulate interest in Brazilian invest- 
ment here in the United States, so that the inevitable press 
and radio playback of the effort in Brazil might stimulate 
a better appreciation. The machinery for mobilization of 
smaller-investment interest was known to be faulty, and both 
Brazilian financial interests and Wall Street interests had 
been fumbling with means of improvement of the mechanism 
even before the second world war ended. Finally, there was 
the direct commercial aspect of the Brazilian-American rela- 
tionship. This had always been a great American export 
market, it was one to which we could look for exports at the 
billion or more per year level in the not too distant future, 
it was one of the great frontiers of international competition. 
Here in Brazil in the pre-war period the United States had 
made one of its most vigorous stands against bilateralism. 
Here in Brazil was an unusual capacity to create dollars be- 
cause of the great consumption of Brazilian goods in the 
United States. It was a “natural” trade relationship which 
surely must command primary attention from American for- 
eign trade interests. 

Make no mistake of it. One thing American business de- 
finitely established in this period, namely, that private capital 
is still available and will flow in great volume to any area 
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offering a reasonable climate of investment. In the five 
years 1946-50 American corporations invested $324 million 
in Brazil. When it is remembered that petroleum investment 
was still barred to the foreign operator, that mining re- 
sources were still in an uncertain position as far as foreign 
participation was concerned, and that the domestic manufac- 
turing interests were sufficiently matured to be filling the 
bulk of the capital requirements for manufacturing expan- 
sion, this is a tremendously impressive total. And the ex- 
pansion of investment was occurring with greater and greater 
participation by smaller industrial investors, i.e., the diver- 
sification was showing in the increasing number of American 
firms that were inclined to have confidence in Brazil. Further, 
the expansion had occurred under something less than opti- 
mum conditions. After all, there had been at least one 
serious period of exchange difficulties when arrears mounted 
in rather distressing quantity. And in 1951 the underlying 
nationalism was showing itself in the proposal for petroleum 
legislation, in the bill to restrict foreign banks from accept- 
ing deposits, in the motion-picture decree, in the preferen- 
tial berthing priority accorded Lloyd Brasileiro. Yet such 
was the vitality of American foreign investment in a period 
when Washington so much wanted to take the easy way out 
by succumbing to government-to-government financing and 
government ownership of industry, and such was the confi- 
dence in Brazil’s good faith as a traditionally receptive cli- 
mate for productive investment, that investment activity was 
never more brisk than in the final months of 1951. 


Yet, this alone did not suffice. On the broader environ- 
mental aspect of private investment the progress was slower. 
Outlets for investment had to be extended by legislative ac- 
tion to reach those fields which could produce an expansion 
of export capacity that was necessary if public-works loans 
from the Exim Bank and World Bank were to be serviced 
successfully, if vulnerability to emergency shifts in overseas 
supplies and markets were to be reduced, and if the basic 
objective of all developmental activity—a rise in the standard 
of living—were to materialize. And there was the necessity 
of constant counter-activity, public-relations-wise, to the 
threat of a virulent outbreak of anti-foreign nationalistic 
sentiment, promoted as it was continuously by both the com- 
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munists and the extreme right which stood to gain by such 
activity. 


Business in other words had mastered its problem as it 
consisted of making investments in a reasonable satisfactory 
climate of investment. This was the direct immediate chal- 
lenge. With so many foreign trade organizations and socie- 
ties it might have been thought that the business community 
had sufficient instruments at hand to master also the broad 
environmental problems relating to investment in Brazil and 
to continuing liaison with policy-making in Washington. But 
on this phase it was less successful. Actually, unfortunately, 
this is the worst-served community in the United States as 
far as group activity is concerned. This despite the generous 
financial commitments for support of group activity. Some 
time ago we asked publicly “What in the world happens be- 
tween the time an individual investor or an individual cor- 
poration gets a command of the subject and the time the 
executive assembles with his fellows to assume a group 
position?” An intelligent student of Brazilian financial 
problems answered: “Generally speaking the man who knows 
the South American score carefully ‘includes himself out’ of 
the group. The councils, groups, trade associations, deterior- 
ate on the one hand into people hanging onto the group’s pay- 
roll and on the other hand into people trying to convince 
their bosses that they are doing something for the firm in 
attending the meetings, etc. As to group accomplishments, 
nothing.” Thus, when the Coordinator’s Office was folding 
up, a council was financed to take over some of the “func- 
tions” in New York. Several years and some hundred thous- 
and dollars later an educational institution, examining the 
debris of the organization to see if there was anything worth 
picking up, discovered that not even a definition of function 
had yet been reached! Again, in Washington in the post- 
war period private corporations created still another foreign 
trade organization for the Latin American field, with a fine 
and generous membership. Yet, here too the discovery of 
function plagued the group, and the search for function goes 
on. As to the old-line organizations, they are of two types: 
Those like the American-Brazilian Association which serves 
a limited but useful function on the strictly social side. And 
those like the National Foreign Trade Council whose gener- 








26 INTER-AMERICAN ECONOMIC AFFAIRS 


alizations in policy statements grow more tedious with the 
years and more uninfluential. 

There is room for honest debate as to what such organiza- 
tions might have contributed to the problem of American 
business in relation to Brazilian investment. With the search 
for function to justify existence so widespread, however, one 
might reasonably criticize the failure to make impact on this 
central problem of the community. Perhaps someone should 
have been sponsoring a series of investment clinics around 
the country, playing up the Brazilian story, getting the play- 
back into Brazil to help with press and public opinion, while 
simultaneously stimulating actual investment. (As a bureau- 
crat in the Department, we once during the war thought that 
the key to this type of promotional activity was a government 
Office of Foreign Investment Information and were influen- 
tial in establishment of such an office. Although it died in 
bureaucratic rivalry too soon to establish the wisdom of the 
move, we are now inclined to believe that the proper site 
might be outside the government). Perhaps the whole pro- 
motional job belonged to some strong Wall Street investment 
house joining forces with a strong Brazilian investment house 
to plug Brazilian investment. (In recent years Brazilian 
companies for this purpose have mushroomed into existence 
but so far none has mastered the approach to this capital 
market, although various advertising and promotional devices 
have been tried). And conceivably a thorough examination 
would have revealed that the promotional job was impossible 
for any “group” set up to promote the interests of the busi- 
ness community. But at least the organizations should have 
given very serious attention to what they might contribute— 
and there is considerable evidence that they did not do so. 


Liaison with Washington was the second clear task to be 
considered. Agriculture has a wonderful mechanism for 
liaison and expression of influence in Washington. Labor 
has a somewhat less effective but also powerful vehicle. But 
the foreign trade and investment community accepts an oc- 
casional bone thrown it in the form of membership on a 
Business Advisory Council or on a Public Economic Develop- 
ment Board in lieu of effective operating relationships. Yet, 
no community could be more easily destroyed by Washington 
than this one. For if private investment was to continue, it 
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was imperative that Washington be prevented from pulling 
the plug and taking the easy way out. Admitting the lack 
of the voting strength influence which Agriculture and Labor 
wield in getting their liaison and influence arrangements 
established, nevertheless, there is genuine reason for dis- 
satisfaction with the business community’s handling of this 
problem and reason to believe that it has not mobilized the 
power that it could exert. 


For, this community has a great power potential. It may, 
for instance, be seriously doubted that the Peronista element 
in the State Department could have put through the loan to 
Argentina had not individual business corporations simul- 
taneously exerted so much pressure for a bailout. It is true 
of course that there is reason to doubt whether the commu- 
nity as a whole was served by this decision to insist on a 
bailout: the bailout of commercial creditors involved essen- 
tially a sellout of the investment interests and although some 
commercial creditors are also financial investors, other in- 
vestors lack trading interests; the broad interest of American 
business activity overseas is not served by support of govern- 
ments of the Peron stripe over the long run; and Argentina’s 
ability to command support of a business community which it 
was simultaneously lashing with restrictive decrees and penal- 
ties for existence, compulsory graft-payments, etc., provided 
a lesson to other American republics which may long be re- 
membered and eventually duplicated. 


It is in the relative handling of situations that we see the 
curious “help your enemy, hurt your friend” philosophy 
which we have already seen demonstrated as part of official 
policy too. Argentina had long ago instituted measures with 
a devastating effect on the earning power of American in- 
vestments. It had never offered the potential market that 
Brazil offered, its dollar position was never one to encourage 
U. S. hopes of greatly expanded commercial interest. Yet, 
there was no public condemnation of Argentina, there was 
vigorous business support for the Argentine loan and a con- 
current extension of new credits. Now, in contrast study 
the comedy of errors that occurred in January 1952. When 
Vargas studied action for the serious exchange crisis that 
had been partly precipitated by the Argentine wheat short- 
age and the turn to dollar suppliers, he erred badly in his 
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strategy. The exchange situation had deteriorated so badly 
that he could have quietly curtailed investment remittances 
through accepted emergency-control measures without creat- 
ing any hard feelings or disturbing the wonderful boom in 
foreign investment in Brazil which was under way. Instead, 
he chose to blast the investors on grounds that they had been 
remitting contrary to law and excessively, imposed impossible 
substitutive measures, and succeeded in altering the climate 
of investment dangerously. 

Then, as if this error were not enough, the U. S. Council 
of the International Chamber of Commerce launched an in- 
temperate blast demanding that sanctions be applied in Wash- 
ington (cessation of loans pending correction of the remit- 
tance situation on private investments).1® There were ample 
facilities for expressing opinions behind the scenes, there 
was an economic basis in establishing publicly that curtail- 
ment of investment must inevitably mean weakness on the 
balance of payments and accordingly an inadequate basis for 
making of government-to-government loans, there were 
established lines for demonstrating the difference between 
temporary correctives of an exchange situation and a con- 
demnation that might scare off private capital for years. The 
organized business community had never found it necessary 
to blast Argentina publicly, nor had the Department of 
State. But when a friendly nation from which we were 
deriving great advantages slipped once, the community 
spokesman had to utter enduring statements that would never 
be forgotten, that would come back to haunt the investor 
even if a temporary adjustment were worked out. Why the 
blindspot among normally intelligent people — every time 
Brazil is involved? Other examples could be cited such as 
the quick shutdown of the flow of newsreels when a hostile 
decree was put out in Brazil, as compared with the tolerant 
acceptance of a much worse beating extending for many 





16 The largest foreign investor in Brazil immediately disassociated 
itself from the implications involved in the course recommended by the 
U. S. Council of the International Chamber of Commerce. It was 
noted at the time that this particular investor was itself a borrower 
in Washington under Brazilian government guarantee and thus could 
hardly take a position other than to disassociate itself from the sug- 
gestion to halt financial assistance to Brazil until whatever restrictive 
policies involved in the new exchange regulations were corrected. 
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years in the Argentine and then the willingness to publicize 
as favorable an agreement with Argentina from which the 
companies were long to wait patiently and in silence for as 
much as a dollar of their earnings. But a listing of such 
stupidities would only repeat the basic point. 

It is sometimes said that the Department of State lacked 
the intelligence for an imaginative creative effort on Braz- 
ilian relations and that the business community was making 
so much money in Brazil that it lacked the time to consider 
one. The consciousness of the necessity for a broad or un- 
derlying environment effort to supplement their individual 
transactions in Brazil is demonstrated, however, in the per- 
sistent willingness of the business community to finance 
group activity. The deficiency seems to be that of leadership. 
In other words, the same deficiency as that existing in the 
State Department. In a government such as ours, it was a 
proper role for business to undertake to make up for the 
recognized weaknesses of the Department by itself supplying 
the vitality of thinking and the direction of policy. There 
can be no doubt that the power to influence existed. And 
there may even have been such an awareness of inadequacy 
within the Department that the acceptance of direction would 
have been relatively easy. But the business community too 
failed. 

U. S. Policy for Brazil: The Foundations and the Universities. 
Finally, there is the pathetic contribution of the great foun- 
dations to public understanding of the background of foreign 
policy and to mobilization of public interest in policy. Ray- 
mond Fosdick has wisely remarked in his “The Story of the 
Rockefeller Foundation” that “there is a common fallacy— 
and even some foundation executives may not be entirely 
immune from it—that money can create ideas and that a 
great deal of money can create better ideas. Nothing could 
be wider of the mark. The bottleneck is always men— 
imaginative men with fertile ideas related to the future. 
Without them, the money of a foundation will purchase 
nothing but motion and futility.” 

In the field of international relations, the volume of motion 
and futility already purchased by the foundations is immense. 
And it is clear that it is not only the penetration of fellow- 
travellers into one of the great foundations that has been 
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responsible. The central difficulty essentially has been the 
recruitment of well-meaning but totally inadequate Founda- 
tion personnel, the leaning to pedestrian professional bleed- 
ing-hearts who mean well but are simply not up to their 
responsibilities. 


While the study of Brazil and the whole field of Brazilian- 
American relations is but a small part of the effort, it too 
has suffered notably from the bottleneck. Some examples 
may be cited. In 1947 the Twentieth Century Fund dis- 
played a flash of brilliance. It perceived that “Brazil and 
the United States are long-time friends. These two coun- 
tries have long been held close by strong ties of sentiment 
and economic interest. Two world wars have also bound 
them in an active military alliance.” It was time, the Fund 
correctly felt, to present realistically the issues in further 
expanded cooperation, “to produce a report which would 
stimulate the use of American capital and skills in Brazil.” 
So far so good. The timing was splendid. Now, any econo- 
mist or businessman could have explained to the Twentieth 
Century Fund that a study of this kind to be effective must 
be able to speak out on all the issues. In other words, there 
were certain things very much wrong with the Brazilian ap- 
proach to expansion of cooperation, and there were certain 
things very much wrong with the way the United States was 
acting. There would have to be very plain speaking if there 
were to be understanding. To the reader, this will seem 
simple, easy to understand. Not so to the foundations how- 
ever. As authors of the report—which turned out to involve 
the largest expenditure of money ever made on a book in 
the Latin American field up to that time, an amount suffi- 
cient to have gotten a whole field of Brazilian studies off to 
a decent start in some university—the Fund chose U. S. 
government officials who could not possibly speak out plainly 
on what involved Brazilian policy without jeopardizing their 
jobs and their usefulness as U. S. government officials, and 
who would obviously have to exercise great restraint even 
on comments regarding U. S. policy, having in mind their 
eventual return to government posts. In other words, the 
effectiveness of the book was immediately limited fatally by 
the choice of authors. The book was produced and was in- 
effective. It may of course be objected that the fault lies 
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with acceptance by the government officials of participation 
in the venture, but this is hardly correct since for them it 
was merely a commercial operation, a chance to gain a little 
money or prestige. It was the responsibility of the Fund to 
execute its project with intelligence. It had failed. 

Again, consider this case. It had long been agreed that 
there was needed in the United States at least one major 
center of Brazilian studies. When finally the Carnegie 
Foundation recognized this situation, what were the deciding 
factors in location of the center? Let a noted Hispanicist 
who was puzzled by the solution tell you what an executive 
of the Carnegie group told him: “Actually, our real interest 
was in getting those people interested in international affairs, 
rather than in Brazil specifically. But we asked them whether 
there wasn’t something in the international field that might 
interest them and they finally said, “Yes, a Brazilian center.” 
So we put the center there.” That the particular site lacked 
most of the requirements for serious Brazilian study did not 
disturb the Foundation. That financing by the Foundation 
inevitably gave the center such a nuisance value that it could 
impede serious activity elsewhere did not disturb the Founda- 
tion. In other words, an opportunity to make impressive 
strides on the Brazilian problem was muffed in the Founda- 
tion’s general interest in getting up a little steam for the 
international viewpoint in what they apparently regarded as 
a “backward” area from the viewpoint of international rela- 
tions. 

How many cases are needed to prove the point? Shall we 
discuss the bleeding-hearts who write and talk continually 
about the need for training students and broadening knowl- 
edge, and shall we then contrast these pleas with the type of 
activity which the Institute of Pacific Relations was permitted 
to engage in, for certainly the Congressional committees have 
revealed an Institute concern with some very odd problems 
for a Foundation to finance.'7 Or should we discuss the great 
foundation which desired to support an institute or school 
of international relations to the extent of the yield on $1.5 
million and found the logical institution for support to be 





17 See Hearings of the Subcommittee to Investigate the Administra- 
tion of the Internal Security Act and Other Internal Security Laws, 
Committee on the Judiciary, U. S. Senate, 1951-1952. 
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one which had these distinguishing characteristics: (1) It 
had been exposed in the metropolitan press as a focus of 
anti-semitism; (2) Its lack of academic standards was notor- 
ious, with a great turnover of faculty continually attesting 
to unsatisfactory standards; (3) It had been necessary to use 
strong influence to stop public investigation of the venture; 
(4) In nationwide releases to the press falsification was con- 
tinuous as to the extent that the institution was being “flood- 
ed“ with applications, the selectivity of the student body, etc. 
Apparently no other institution in the United States could 
meet the distinguishing qualifications thus established by the 
Foundation for support! 

Sometime ago an associate of the Carnegie Foundation 
asked in an article in the Yale Review: “Are we doing our 
homework in foreign affairs?” Beyond suggesting that the 
first failing on homework is that of the foundations them- 
selves, we would point to the difficulty of developing an in- 
formed public opinion on such issues as Brazilian-American 
relations while newspaper coverage of Brazilian news is vir- 
tually non-existent,!* press analysis is even less available, a 
virtual blackout of serious university work in the field of 
Brazilian economic and public policy prevails, vehicles are 
almost wholly lacking for popular instruction and informa- 
tion in the field. Under these circumstances, the ease with 
which a “line” can be sold by a Department of State with its 
immense propaganda facilities is great and cannot fail to be 
a danger in a country where the people prefer to do their 
own thinking and still have the privilege of doing so. Yet, 
if the financial leverage of Foundation support cannot be 
divorced from the official line to permit a full measure of 
integrity in analysis of foreign affairs problems, and if lead- 
ership of a new type cannot be found to replace the proven 
failures of the existing structure, it is hard to see how the 
problem is to be met. 

One illustration might perhaps be used. We are today em- 
barked on a developmental program of unprecedented propor- 
tions, and should war be avoided it is clear that the core of 
our foreign economic policy is to be accelerated development 





18 See, for instance, M. Donnelly, “How the New York Times Covers 
the Brazilian Scene,” Inter-American Economic Affairs, Volume II, 
No. 3, pp. 48-52. 
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of the under-developed areas. Yet, there exists no vehicle or 
institution of integrity for the evaluation of developmental 
results, policies, structures, devices, etc. The United Nations 
is unlikely to do it because objective pieces of research can- 
not be produced without offending some member government. 
This same disqualification rules out the Pan American Union 
and the Economic Commission for Latin America of the 
United Nations. The World Bank cannot be expected to 
throw light on the progress of developmental expenditures 
and devices, because it has a direct financial stake in the 
process and thus must be on guard against public knowledge 
of results lest its position as a house of issue and a house of 
investment be jeopardized.!® The Export-Import Bank is 
similarly unlikely to make public its discoveries in the field 
of developmental financing. (In fact, if the blackout of public 
knowledge of the Exim Bank’s experience to date were not 
so complete, there would be a much greater public apprecia- 
tion of the problems involved). If the foundations feel they 
must follow the State Department line, and if the State De- 
partment remains in its present character, it is clear that 
profound discouragement of any honest effort at evaluation 
will occur. The universities remain the sole hope, the last 
stand for integrity in research on this vital problem. Yet, 
you will examine the multitude of surveys, plans, etc., in- 
stituted by the foundations without finding any appreciation 
of the importance of this problem.?° 

Summary: Brazilian-American relations do not involve 
crisis-diplomacy or the fireman diplomacy of the old type 
where you stay at your desk quietly in the knowledge that 
“98% of the things people worry will happen never happen,” 
When a nation votes $4.5 billion for an official bank for for- 
eign loans, when it chips in another $3.2 billion for duplicate 
lending facilities at another bank for foreign loans, when it 
votes some $5 billion for a stockpiling program with all 





19 As a matter of fact the World Bank has not been able to practice 
honesty even in the sending out of missions to make reports in advance 
of financing. It has already been involved in a scandal surrounding 
the circumstances under which it named and sent out a study group. 

20For an example of inadequate thinking on the broad subject of 
area work, the reader is referred to Howard E. Wilson, Universities 
and World Affairs (Carnegie Endowment for International Peace, New 
York, 1951). 
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the issues of supplies overhanging commodity markets, and 
when it seeks feverishly for ways to expand technical co- 
operation into the billions, it is not practicing fireman 
diplomacy. For the government, there is needed leadership 
that can understand the objectives of developmental activity, 
that can distinguish potentials, that is capable of light imagi- 
native creative activity, that is willing to risk honest ap- 
praisal and honest disclosure of the experience with develop- 
mental activity to the Congress and to the people. For busi- 
ness, there is needed on problems of the general environ- 
ment of investment and on problems of policy-coordination 
and liaison with Washington, the same intelligent leadership, 
the continuing adjustment to changing conditions, which have 
enabled the business community to meet the direct challenge 
of individual investment decisions which confront individual 
corporations. Beyond the business community, the need for 
satisfactory instruments to create an informed public opin- 
ion and the need for broadening of area knowledge at the 
higher technical and academic level combine with the strag- 
gling results achieved thus far to suggest that a new approach 
by the foundations will be necessary if these needs are to be 
met successfully and with the essential integrity of purpose 
too often lacking in the past. 


Nowhere in the foreign field is there so close an identifica- 
tion of interest as that between the Brazilian national inter- 
est, the interest of the American business community in ex- 
panding relations with Brazil, and official Washington’s inter- 
est in countries where there is a genuine basis for economic 
development on an economic basis and on a scale sufficient 
to demonstrate the objective and the potential of American 
policy in the developmental field. The opportunity would pass 
if the business community allowed it to be watered down to 
activity of or on behalf of a few corporations, if Brazil al- 
lowed it to be jeopardized by preoccupation with distribu- 
tion of existing production instead of with the requirements 
for making the total availability for distribution larger, if the 
United States government continued to allow the problem to 
be handled by second-line men utterly incapable of creative 
thinking and proceeding in the hope that the old fireman 
tactics can be succeeded by new stalling tactics. The lost 
opportunities of the post-war period represented a task in 
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the mobilization of constructive effort, as against the tedious 
tactic of crisis diplomacy. They must eventually be faced 
with a new understanding of policy objectives and a new 
approach to realization of these objectives. Our relations 
with Brazil are too important to permit continued failures. 
And success in this relationship must be measured in positive 
terms of things accomplished, rather than in difficulties tem- 
porarily averted. 





A Brisk Decade of British 
Investment in Latin America 


By J. FRED RIPPY 
I 


British capitalists invested large sums in Latin America 
during the decade following the year 1880. In no other 
period of equal length, with the exception of the ten years 
following 1903, did they send a greater volume of capital into 
the region. The investment in government securities ex- 
panded by more than £71 million in spite of reductions in 
several of the countries, especially Peru, Bolivia, Costa Rica 
and Mexico. The number of investments in economic enter- 
prises increased from 96 to at least 289 and the aggregate 
nominal capital in such enterprises expanded from £56.4 
million at the end of 1880 to £231.2 million at the close of 
1890. The most remarkable expansion in this direct invest- 
ment occurred in Argentina, Brazil, Chile, Uruguay, and 
Mexico. The total nominal investment in both government 
securities and economic activities was approximately £426 
million by the end of the decade, without including insurance 
companies, trading firms, transoceanic steamship lines, several 
mining companies (most of them small) listed in the Mining 
Manual (London) for 1891 but not in the Stock Exchange 
Year-Book for that year, the holdings of individual English- 
men and English partnerships, or some enterprises launched 
in 1890 but not yet in full operation. The distribution of the 
capital (nominal value) is presented in Table 1.! 


The interrogation points in Table 1 are intended to in- 
dicate that the figures to the left of them are based in part 
upon estimates, to which this writer has been compelled to 
resort in computing the totals for the government securities 
of Argentina, Brazil, Cuba and Mexico and for some of the 
economic enterprises in Chile, the Dominican Republic, 
Mexico and Venezuela. The figures for Mexico are more 
tentative than for the other countries because of uncertain- 
ties with respect not only to government securities but to 
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railroads and real estate as well. Moreover, it is always 
difficult to obtain accuracy in dealing with mining capital. 

More than the normal uncertainty exists regarding the 
exact amount of British holdings of Argentine government 
securities because of the large gold and paper peso issues of 
government mortgage-bank cédulas. English investors had 
in their portfolios at the end of 1890 nearly £51.5 million of 
Argentine National, Provincial, and Municipal bonds, and it 
is believed that they also owned the equivalent of around £21 
million in cédulas. The securities listed for Cuba were a 
refunding issue of 1886 and it is not certain that English- 
men possessed the total outstanding portion of the issue. 
There is also some question regarding the Mexican total 
listed in Table 1. The Maximilian bonds, repudiated by the 
Porfirio Diaz government, are omitted, but allowance is made 
for small holdings of domestic silver peso bonds. It will be 
observed that neither Bolivia nor Peru is credited with any 
outstanding sterling issues. Neither, in fact, had redeemed 
its bonds, but English bondholders had impounded the pro- 
ceeds of the total Bolivian issue of 1872 and recovered a part 
of their investment, while Peru had cancelled its sterling 
indebtedness by surrendering most of its railways to British 
bondholders or their agents. 


The default situation had taken a decided turn for the 
better during the decade. In contrast with the year 1880 
when ten of the Latin-American governments were in default 


1This summary and analysis is based mainly upon three sources: 
Council of the Corporation of Foreign Bondholders, Annual Report for 
each of the years 1881 through 1891 (London); Stock Exchange Year- 
Book for 1891 and 1892 (London); South American Journal, Vols. 28-31 
(London, 1890-1891). Latin-American government securities are de- 
scribed for each country, arranged in alphabetical order, in the first two 
and listed from time to time in the third. British economic enterprises 
trading securities on the London Exchange are listed and described in 
the Year-Book and the Journal, in alphabetical order under certain 
classifications (railways, tramways, water and lighting companies, 
lands, mining, and so on) in the Year-Book. Since both have good in- 
dexes, specific page references seem unnecessary. 

Many mathematical calculations have been required to arrive at the 
country-by-country and classified totals, and it is likely that some errors 
have crept in. Where the figures given in the sources have differed, I 
have usually followed the Year-Book. In some cases I have had to rely 
on my own estimates. 
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TABLE I 
British Investments in Latin America, End of 1890 
Economic 

Country Total Nominal Government Enterprises 

Investment Securities No. Nominal Capital 
Argentina £156,978,788 £ 72,000,000(?) 62 £84,978,788 
Bolivia 503,003 3 503,003 
Brazil 68,669,619 37,009,593(?) 47 31,660,026 
Chile 24,348,647 9,535,852 36 14,812,795(?) 
Colombia 5,399,383 1,913,500 23 3,485,883 
Costa Rica - 5,140,840 2,000,000 4 3,140,840 
Cuba 26,808,000 24,412,000(?) 7 2,396,000 
Dominican Rep. 1,418,300 714,300 2 704,000(?) 
Ecuador 2,189,480 1,824,000 2 365,480 
El Salvador 294,000 294,000 
Guatemala 922,700 922,700 
Honduras 3,888,250 3,222,000 5 666,250 
Mexico 59,883,577 20,650,000( 7) 39 39,233,577( 2) 
Nicaragua 411,183 285,000 3 126,183 
Paraguay 1,913,424 828,300 3 1,085,124 
Peru 19,101,315 7 19,101,315 
Uruguay 27,713,280 16,159,395 15 11,553,885 
Venezuela 9,846,219 2,668,850 15 7,177,369 (72) 
General 10,297,702 16 10,297,702 
TOTAL £425,727,710 £194,439,490 289 £231,288,220 


Nominal Capital in Various Economic Enterprises: 


I sae a al ce 93 £146,902,563 
IOS URN St a ee, 42 19,979,145 
I ne ae a a a 69 12,581,341 
Tacs 20 5,391,000 
PIN NNN Sl 22 7,866,209 
TID SDD 9 ras 7 3,625,000 
Shipping and Port Facilities__. 7 5,258,332 
NN eo ese eee 13 3,626,340 


to the tune of over £71 million, there were only four defaul- 
ters in the year 1890: Colombia, £1,913,500; the Dominican 
Republic, £714,300; Ecuador, £1,824,000; and Honduras, 
£3,222,000. The total sum involved was £7,673,800, less than 
4 per cent of the aggregate British investment in the govern- 
ment securities of the region. 


The 1880’s were a period of great enthusiasm for railway 
investment in Latin America, especially in Argentina, Brazil, 
Chile, Venezuela, and Mexico. British investments at the end 
of 1890, actually larger than the nearly £147 million shown 
in Table 1 because the Peruvian Corporation’s investment in 


ra 
me 
col 


Arg 
Chi 


Dor 
Me: 
Par 
Ven 
Bra 
Col 
Cub 
Hon 
Per 
Uru 


Rey 
and 
cap 
am 
diffi 
and 
Yea 
its 

189 
por: 
rail 
the 
tion 
34 ¢ 
mer 
alth 
mor 


sub: 
trar 
dica 
and 











BRISK DECADE OF BRITISH INVESTMENT 39 
railroads could not be accurately separated from its invest- 
ment in other enterprises, were scattered through thirteen 
countries as revealed in Table 2. 


TABLE II 
British Investment in Latin-American Railways, End of 1890 

Country No. of Nominal 

Enterprises Capital 
NT aie niceice 22 £64,617,926 
UN a ate a Rt J 9 8,000,000( 7) 
A NN Ss leh eal 1 2,869,560 
Dominican Republic 1 600,000 
a i i cat 7 28,959,290( ?) 
a eetcseeiceeaiaas 1 882,930 
ONIN iieasyet ola as 7 4,157,369 
ee aha 25 26,037,900 
SN cr is 5 1,792,800 
cae ts 5 1,846,600 
NOUN ci atte tee ed aie 1 16,250 
a ag ta 9 18,122,180( 7?) 
RROD © scores eetnear ee eee 7 9,013,758 


The figures given for Chile, Mexico and the Dominican 
Republic must be accepted with reservations. In both Chile 
and Mexico, British capitalists had investments in the share 
capital of lines which they did not control and the exact 
amount of their holdings in these railroad enterprises is 
difficult to ascertain; in the Dominican Republic, the Samana 
and Santiago Railway was not listed in the Stock Exchange 
Year-Book until several years after the road was built, and 
its total paid-in capital may not have reached £600,000 by 
1890. Including the railroad capital of the Peruvian Cor- 
poration, the aggregate British investment in Latin-American 
railways at this time, figured at face value, was probably in 
the neighborhood of £164 million in 100 different organiza- 
tions (instead of 93 as shown in Table 1 and contrasted with 
34 enterprises in 1880). Moreover, Englishmen held govern- 
ment bonds secured by several other railroads in the region, 
although they did not control 22 of the lines in which their 
money was directly invested. 

British capital in Latin-American public utilities—mainly 
submarine cables, gas plants, waterworks, telephones, and 
tramways—was operating in at least seven countries, as in- 
dicated in Table 3, but mainly in Argentina, Brazil, Chile, 
and Uruguay. The 6 enterprises listed under the “general” 
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heading are submarine cable companies, and their capital, if 
it could be accurately allocated, would, of course, raise the 
aggregate in those countries. 


TABLE III 
British Investments in Latin-American Public Utilities, End of 1890 

Country No. of Nominal 

Enterprises Capital 
TS ee 13 £9,534,655 
I ae 3 696,670 
URS a a a 1 220,000 
rR 1 140,000 
NIN Sc 1 35,703 
PNR Oo tnt Bae te 2 12 3,256,540 
Sees 1 110,000 
NIN ae 5 - 4 1,640,000 
SR sa 6 4,345,577 


The Stock Exchange Year-Book’s data on British mining 
companies are incomplete because the securities of many of 
these were not quoted on the London Exchange. The Mining 
Manual for 1891, which, for the most part, contains data for 
the previous year, lists 150 mining companies in Latin 
America in which British capital, amounting to some £23 
million, was invested, but quite a few of these were of little 
consequence. Table 4 shows the distribution of this invest- 


ment in mining according to the listing of the Year-Book, an 


aggregate of 69 enterprises with British capital amounting 
to a nominal total of £12,581,341. The size of the investment 
in Venezuelan mines is uncertain for two reasons: the Aroa 


TABLE IV 

British Capital in Latin-American Mining Enterprises, End of 1890 
Country No. of Nominal 
Enterprises Capital 
SRR i ko gs ee a 4 £ 360,869 
I Ra a a 3 503,003 
NUN a 3 nh 18 1,693,083 
omitran Benwplie 1 104,000 
NOI 4 650,000 
NN ea 2 90,480 
IN oe 1 260,692 
RR a a 4 836,489 
I a 8 a ws Neh 4 725,125 
A I eS 2 161,250 
NI Bi 1 249,350 
OS ene ened 18 4,796,080 
I Ci a geet eccne 1 150,000 

rN a gees 6 2,000,000( 7?) 
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copper capital was tied in with a railway and it was im- 
possible to ascertain the size of the British investment in the 
famous E] Callao Mine, which was controlled by Frenchmen. 

The British investment in corporate real-estate enterprises 
was mainly in Argentina and Mexico, where residents of the 
British Isles owned some 20 million acres of agricultural, 
grazing, and timber lands and some urban properties; but 
British capitalists also owned, or claimed in accordance with 
contracts connected with the settlement of defaults on public 
debts, several million acres in Ecuador, Paraguay, and Peru 
and had investments in at least two large estates in Uruguay. 
Excluding the holdings of the Peruvian Corporation, the ex- 
tent of which is uncertain, the nominal capital invested at 
the end of 1890 was as follows: 


A ARN a ok £2,852,464 
Mewioo, °T GniGrprines, Peraie nn 4,600,000 
POONA 5 TS RI a i cas 159,435 
Eeusgor, 1 enterprise, propaiiy x 116,130 


MICO, Th VIR «~EB AES 


These 22 investments with a nominal capital of nearly £8 
million do not include the holdings of small firms which trad- 
ed no securities in the London Stock Market or of individual 
Englishmen residing in the various countries or elsewhere 
(both excluded from this discussion). Nor do they take into 
consideration the thousands of acres held by some of the 
railway companies or the holdings of commercial banks and 
mortgage, loan, trust, and development companies, many of 
which had investments in urban and rural lands. Omitting 
two companies organized in 1890 but not yet fully established, 
there were 21 of these financial enterprises with a total 
nominal capital of £9,721,395. As noted in Table 1, £3,625,- 
000 were invested in 7 commercial banks, whose capital, if it 
could be precisely distributed by countries, would increase the 
totals for Mexico, Peru, Uruguay, Argentina and Brazil, 
especially the last two. There were also two general financial 
companies other than commercial banks with an aggregate 
capitalization of some £950,000. The other 12 were distrib- 
uted as follows: Mexico, 7, with a nominal capitalization of 
£882,207, possibly more; Argentina, 4, aggregating £3,750,- 
174; and Paraguay, £64,014 in a single enterprise. 

British capital in Latin-American manufacturing plants, as 
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pointed out in Table 1, aggregated £3,626,340 in 13 establish- 
ments. These included: a brewery in Peru; tobacco factories 
(all controlled by a single company) in Cuba; an establish- 
ment producing extract of meat in Uruguay; two sugar 
refineries, an extract-of-meat and hide factory, and flour 
mills (owned by a single organization) in Brazil; and a 
brewery, a sugar refinery, and 4 plants engaged in the pro- 
cessing of meat in Argentina. 

Such were the magnitude and character of the British in- 
vestment in Latin America a decade before the close of the 
nineteenth century: a nominal aggregate of nearly £426 
million, slightly more than 45 per cent of the total in govern- 
ment securities and slightly less than 40 per cent in rail- 
roads. A net of almost 60 per cent of this £426 million had 
been invested since the end of 1880, over £71 million in gov- 
ernment securities and (including the transfer of Peruvian 
government bonds into railway securities) nearly £130 million 
in railways. This railroad investment, along with the rush 
of capital into mining and the production of nitrates in Chile, 
was the most outstanding phase of the British capital move- 
ment into Latin America during this decade. Among the 
various countries of the region, Argentina, Brazil, Chile, 
Uruguay, Mexico, and Cuba were conspicuous recipients of 
British capital. If the capital in commercial banks, sub- 
marine telegraph enterprises, and certain other general or- 
ganizations could be accurately distributed among them, the 
aggregate for some of the republics would be increased. The 
total for Argentina, for instance, would probably be in the 
neighborhood of £160 million.2 The Latin-American invest- 
ment of British subjects was now well established, the main 
categories well defined. The next forty years would be char- 
acterized mainly by irregular expansion in the fields already 
entered. Only three new fields of much significance would 
attract their capital: rubber and coffee plantations, electric 
utilities, and petroleum.® 
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2 For estimates of investments in Mexico, Argentina, and Brazil, see 
the following issues of the South American Journal: Vol. 28, pp. 19, 
169; Vol. 29, pp. 664, 793-95; Vol. 31, pp. 209, 449, 502. 

8 British investors owned at least one oil company in 1890. It was 
the London and Pacific Petroleum Company, Limited, organized in 1889, 
although it did not appear in the Stock Exchange Year-Book until 1913 
or 1914. Its capital was probably slightly more than £250,000 and it 
was operating in northwestern Peru. 
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II 

Although returns on the British investment in Latin-Amer- 
ican government bonds were much better than usual, averag- 
ing not far below 5 per cent, the year 1890 was not remark- 
able for yields on the direct investment in many of the 
economic enterprises. Only 9 of the 69 mining companies 
described in the Stock Exchange Year-Book paid dividends 
on their ordinary shares and only 3 of the 20 nitrate com- 
panies. Among the reasons for such meager returns two 
stand out: (1) most of the mining and nitrate organizations 
were new, only 29 of the former and 3 of the latter having 
been founded before the year 1888, and (2) deflation, as 
usual, was on the point of setting in after a ten-year boom. 
It requires considerable time to bring mines into profitable 
production; and, although Argentina was suffering worse 
from the depression than most of the other countries of the 
region, all of the mining areas were beginning to be affected. 
Only three British-owned mining enterprises operating in 
Latin America were conspicuous for the dividends they paid 
on their ordinary shares for the year: 


Colombian Hydraulic Mining Company, Ltd., 20 per cent on £75,000 
Copiap6 Mining Company, Ltd., 15 per cent on £200,000 or 
Javali Company, Ltd., 25 per cent on £10,480 


The last of the three was working a gold mine in Nicara- 
gua; the second was working copper mines in Chile; the first 
was operating a gold mine in Colombia. 

Approximately three-fourths of the British-owned public 
utilities returned dividends on their ordinary shares in 1890, 
but only a few paid more than 6 per cent. Among the most 
prosperous were the following: 


Brazilian Submarine Telegraph Co.._7.5 per cent on £1,000,000 


Cuba Submarine Telegraph Co....._.......16 per cent on 160,000 
SUR ONS BS NOD ieee 16 per cent on 100,000 
Cear&4 Gas Company-_....__..............._.. 9 per cent on 30,000 
San Paulo Gas Co....._....-.. rit pcan asscoantise 10 per cent on 161,205 
Rio de Janeiro City Improvements_........ 7 per cent on 1,000,000 


None of the 7 commercial banks owned by British investors 
failed to pay dividends. Two of them paid 10 per cent, two 
5 per cent, one 15 per cent, one 9.5 per cent, and one 12. 

Less than half of the British-owned land companies in 
Latin America paid dividends on their ordinary shares in 
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1890. The highest returns came from Las Cabezas Estancia 
Company (Argentina), 10 per cent on £80,000; Pranges 
Estancia Company (Uruguay), 6 per cent on £116,000; and 
Uruguay Land and Development Company, 12 per cent on 
£13,335. None of the 7 British land companies in Mexico 
paid dividends on its ordinary securities. They were all re- 
cently organized and highly speculative. 

Five of the British investments in manufacturing enter- 
prises yielded no returns on ordinary shares in 1890. The 
highest dividends were paid by Biechert’s Brewery Company 
(Argentina), 11.5 per cent on £200,000; Liebig’s Extract of 
Meat Company (Uruguay), 17.5 per cent on £480,000; River 
Plate Fresh Meat Company, 10 per cent on £200,000; and 
Backus and Johnston’s Brewery Company (Peru), 8.5 per 
cent on £100,100. 

Only one of the 7 British investments in shipping and port 
facilities failed to make a return on its ordinary shares, but 
yields were low. The best dividend was paid by the Amazon 
Steam Navigation Company, 7 per cent on £505,237. The 
other major enterprise under this category, Pacific Steam 
Navigation Company, returned only 3.6 per cent on £1,477,- 
125. 

So far, the “results,” as the South American Journal was 
accustomed to say, were not particularly gratifying. But, by 
and large, the returns were good on the big railway invest- 
ment. If one excepts the Peruvian Corporation’s holdings, 
more than three-fourths of the railway organizations in which 
the British had investments in the form of ordinary shares 
returned dividends in 1890 and, thanks mainly to govern- 
ment guaranties, apparently none failed to service its pre- 
ferred shares or debentures, which paid interest at rates 
ranging from 4.5 to 10 per cent. Table 5 contains a list of 
the British railroad companies paying the highest dividends 
on their ordinary shares. 

Returns on British investments in government securities 
and railways counterbalanced the low average yields in min- 
ing, the nitrate business, shipping, and real estate. Total 
British income from the some £426 million they had invested 
in Latin America was around £19 million, an average nominal 
rate of approximately 4.5 per cent. But this was probably 
poor consolation for those who had ventured their capital in 
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British Income from Certain Ordinary Railway Shares, 1890 


Company 


Buenos Ayres and Rosario_...._.._»_»»_ 
Buenos Ayres Great Southern... 
Central Uruguay of Montevideo... y 
La Guaira and Caracas_..__._____>»>_>_E 
ENR NUNN No 
Nitrate Railways 2... . 
North-West Argentine — 
mio Roepe Ben Pate. 
NIN NN a ak 
WR NG a 


Nominal Capital 
£2,252,020 


5,000,000 
1,360,000 
350,000 
1,000,000 
1,380,000 
200,000 
600,000 
2,000,000 
125,000 


Dividend 


7% 
10 
7.5 
7 
7 
20 
7 
7.25 
14 
7 


mining or real-estate speculation or in any other unsuccessful 
activity. Not a few investors could starve to death on good 


average yields! 


Unless most of those who had their money in 


ordinary shares also held preference shares and debentures 
in the same or other companies, more residents of the British 
Isles went without returns from their Latin-American invest- 


ments in the year 1890 than were decidedly enriched by them. 


Demographic Aspects of the 
Polish Migration to Brazil’ 


By PAUL H. PRICE* 


Too little is known about the people who have contributed 
to the making of modern Brazilian society. The Poles con- 
stitute a small group which has made considerable imprint 
on the Brazilian scene, especially in the state of Parana. 
Persons from Poland began making their way to Brazil 
around 1870 and have continued to do so in varying numbers 
until the present date. The fact that they have tended to 
settle in relatively isolated communities in the area sur- 
rounding the city of Curitiba, Parana, and to remain some- 
what apart from the larger society has served to focus 
attention upon them in recent years. Elements of their 
culture can readily be observed in the localities in which they 
are concentrated. 

Brazilian statistics are such that it is often impossible to 
determine the numbers, distribution, and characteristics of 
migrants entering the country. Furthermore, the data which 
are available are often not tabulated or analyzed. As a result, 
knowledge of the demographic characteristics of the Poles 
who have migrated to Brazil is greatly restricted. This study 
attempts to provide some insight into these characteristics. 





* Professor Price is assistant professor of sociology at Louisiana 
State University. 

1 Several persons have made reference to the Poles in Brazil and 
especially to the group in the state of Parana. (See W. I. Thomas and 
Florian Znaniecki, The Polish Peasant in Europe and America, (Bos- 
ton: The Gorham Press, 1920), Vol. V; Preston James, Brazil, (New 
York: The Odyssey Press, 1946), Ch. VI; and T. Lynn Smith, Brazil: 
People and Institutions, (Baton Rouge: Louisiana State University 
Press, 1946), Ch. XVIII). However, to the author’s knowledge, no 
attempt has been made to study them systematically. This paper is 
based upon data collected by the author during a period of research 
in Brazil in 1948 and 1949 which was conducted as a Cordell Hull 
Fellow from the Institute for Brazilian Studies of Vanderbilt Univer- 
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Number and Distribution. The Conselho de Imigragdo e 
Colonizacdo has published data in regard to the number of 
immigrants entering Brazil annually since 1884.2, However, 
an analysis of these statistics indicates that persons of 
Polish origin entering the country were classified as citizens 
of the powers which dominated Poland until the end of the 
First World War, namely Russia, Germany, and Austria. 
Therefore, the official statistics show that only 1,420 Poles 
entered Brazil before 1920. After that date, Poland was 
again reestablished as an independent nation and migrants 
from that country were classified accordingly. The magni- 
tude of misclassification of Polish immigrants becomes evi- 
dent when one considers that 32,299 persons claimed to be of 
Polish nationality in the 1920 Census of Brazil. This 
enumeration also shows 28,941 foreign-born Russians, 26,354 
foreign-born Austrians, and 52,251 foreign-born Germans. 
The immigration statistics from 1884 to 1920, on the other 
hand, report that 95,610 Russians, 67,015 Austrians, and 
56,834 Germans entered the country during that period. These 
figures indicate that more than two out of every three per- 
sons who were classified by immigration officials as Russian 
immigrants must have claimed other nationality. The same 
situation appears to exist for more than one out of every two 
immigrants classified as Austrian. There does not seem to 
be any significant misclassification of persons of German 
origin.2? Since Poland was under the political domination of 
these three powers during most of the period under con- 
sideration and in view of the aforementioned facts, it is 
logical to assume that many persons claiming Polish nation- 
ality were actually classified either as Russians or Austrians. 

With the re-creation of an independent Polish nation after 
the First World War, immigrants who entered Brazil from 
that state were correctly classified. The data of the Conselho 
de Imigragao e Colonizagdo show that 47,189 persons were 
listed as Poles when disembarking in Brazil after 1920. By 
the simple method of adding the individuals listing their 
country of origin as Poland in the 1920 Census and those 





2Conselho de Imigracéo e Colonizacao, Revista de Imigragdao e Col- 
onizagao, Ano I, No. 4 (October, 1940), pp. 616-648. 

8 See T. Lynn Smith, Brazil: People and Institutions, (Baton Rouge: 
Louisiana State University Press, 1946), p. 286. 
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recorded as immigrants after that date, a total of 79,478 
persons is obtained. This indicates that at least 80,000 per- 
sons entered Brazil from Poland between 1884 and 1948. 
Since the Poles first came to Brazil in 1870, a considerable 
number must have entered prior to 1884. Indeed, 4,815 
were known to have settled in the colonies in Parana prior 
to this date. With these figures in mind, the author feels 
that a reasonable estimate for the total Polish immigration 
to Brazil would be around 100,000 persons. 

The Brazilian Census of 1940 listed 41,039 persons who 
had been born in Poland, not including those who had be- 
come naturalized citizens. There is no reliable method for 
determining the number of persons who were born in Brazil 
of Polish descent as the census has made no effort to collect 
such data. The estimate of the Central Union of Poles in 
Brazil, which placed the figure at 217,000 in 1937, would 
appear to be reasonable for that date.5 An acceptable esti- 
mate for the present date of the number of Poles and their 
descendants in Brazil would be around 250,000 persons. 

The great majority of the Poles has settled in the four 
southern states of Brazil: Sao Paulo, Parana, Santa Catar- 
ina, Rio Grande do Sul. Analysis of the distribution of the 
32,299 foreign-born Poles listed in the 1920 Census shows 
that well over half was located in Parana, which contained 
16,444 persons who were so classified. Rio Grande do Sul 
had the second largest group (10,451); Santa Catarina had 
the third largest number of Polish foreign-born (3,065) ; and 
Sao Paulo had the fourth with 1,840 such persons. No other 
state had any significant number of Poles at that time. No 
data were available for the Federal District for 1920 as the 
census classified the Polish foreign-born in that locality as 
“other Europeans.” 

In 1940, the spatial distribution of the Polish foreign-born 
in Brazil remained approximately the same as indicated by 
the 1920 Census. In the 1940 enumeration, however, Poles 
in the Federal District were tabulated separately. The num- 
ber counted (6,262 persons) was enough to give this locality 


4 Brasil-Polonia, “Relagéo de Entradas e Estabelcimento do Immi- 
gracéo Polona no Parana, désde 1871 até 1912,” Ano I, No. 8 (March, 
1922), p. 26. 

5 Smith, op. cit., p. 554. 
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fourth rank in the number of persons born in Poland. 
Parana showed a significant decline from 16,444 foreign-born 
Poles in 1920 to 11,913 in 1940. This suggests that they are 
migrating from the area or that the influx of immigrants has 
not been great enough to replace those losses through deaths 
and the naturalization process. Of the two possibilities, the 
latter would seem to be the more probable. Rio Grande do 
Sul and Santa Catarina showed a similar decline in the num- 
ber of Polish foreign-born. 

On the other hand, the state of Sao Paulo had about nine 
times as many persons in 1940 who were born in Poland as 
in 1920. This state was the only one to record a significant 
increase in this respect. The Census of 1920 counted only 
1,840 Polish foreign-born in this state as compared to 9,553 
in 1940. Undoubtedly a sizeable proportion of the immi- 
grants who have entered Brazil from Poland in the last two 
decades has been attracted to the city of SAo Paulo and the 
surrounding areas. The states of Rio de Janeiro, Minas 
Gerais, Espirito Santo, and Mato Grosso also showed in- 
creases in the number of foreign-born Poles in the 1940 
Census. However, the numbers involved were relatively 
small. 

It is possible to analyze the distribution of the Polish for- 
eign-born according to municipios for 1920 as the census 
tabulated and published such data.* The largest contingents 
of foreign-born Poles in Parana were found in the municipios 
of Curitiba (2,511 persons), Sao Pedro de Mallet (2,000 per- 
sons), Guarapuava (1,612 persons), Uniao da Vitéria (1,536 
persons), and Irati (1,022 persons). No other municipios 
had as many as a thousand foreignborn Poles, although 
Araucaria, Ipiranga, Ponta Grossa, and Prudentépolis had 
over 400 persons in this category. 

In Rio Grande do Sul, the foreign-born Poles were con- 
centrated in the municipios of Erechim (3,420 persons), 
Porto Alegre (1,319 persons), and Sao Luiz Gonzaga (1,242 
persons). In the municipios of Encruzilhada, Jaguarao, and 
Santo Angelo each had more than 500 foreign-born Poles. 


6 Ministério da Agricultura, Industria e Commercio, Directoria Geral 
de Estatistica, Recenseamento do Brazil (1920) “Populagao,” Vol. IV, 
Part 1, pp. 548-877. A municipio is a political unit somewhat similar 
to the county in the United States. 





50 INTER-AMERICAN ECONOMIC AFFAIRS 


The largest concentrations of persons of Polish birth in Santa 
Catarina were in the municipios of Canoinhos and Itaidépolis. 
Each of these areas had more than 500 persons in that cate- 
gory. In Sao Paulo, the Polish foreign-born are scattered 
throughout the state. Only the municipio of Sao Paulo, in 
1920, had more than 500 persons who had been born in 
Poland. Iguape had 238 individuals in this classification and 
ranked second as a place of concentration of foreign-born 
Poles in the state... 

The Brazilian Census of 1940 gives the distribution of 
foreign-born Poles by municipios only for the state of 
Parana.? The data indicate two distinct concentrations. One 
of these is centered around the city of Curitiba, and the other 
is in the municipio of Irati. Another smaller cluster of 
foreign-born Poles is located in the municipio of Uniao da 
Vitéria. The group in Curitiba, in 1940, numbered 2,574 per- 
sons and is the largest Polish center in the state. The 
municipios of Irati and Uniao de Vitéria had 1,028 and 1,484 
foreign-born Poles, respectively. A relatively few persons of 
Polish nationality are scattered throughout the central por- 
tion of the state, and small numbers are found in the north- 
east. However, as yet, no significant penetration has been 
made by the Polish foreign-born into the western areas of the 
state which represent the frontiers of settlement in this 
locality. The municipios of Male, Ponta Grossa, Prudenté- 
polis, Sao Londrina, Guarapuava, and Reserva each had more 
than 400 persons who had been born in Poland. 

Statistical information regarding the distribution of per- 
sons who were born in Brazil of Polish descent is not avail- 
able as the census has made no attempt to compile such data. 
However, observations on the part of the author indicate 
that the descendants of Poles are concentrated in about the 
same localities as the foreign-born. Furthermore, it is almost 
certain that the relative importance of the Poles in the state 
of Parana is much greater than the figures on persons who 
were born in Poland would suggest. The Poles have left a 
deep imprint on the cultural configuration of the areas sur- 
rounding Curitiba, Irati, and Uniao da Vitéria. Because of 


7Servico Nacional de Recenseamento, Gabinete Técnico, Andlises de 
Resultados do Censo Demogrdfico, “O Grupo Polonés no Parana,” 
Boletim No. 79, July, 1943 (mimeographed). 
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this fact, the author believes that a count of Poles and their 
descendants in the state of Parana would show their major 
concentration in Brazil to be in that area, probably far out- 
numbering any other section. In the same respect, the Poles 
in Rio Grande do Sul and Santa Catarina would also be of 
greater relative importance than the figures for the foreign- 
born seem to indicate. These three states have long been 
receiving immigrants from Poland. 

Characteristics of the Migrants. Characteristics that immi- 
grants bring with them are of considerable importance in the 
shaping of the general culture of a society. The age and sex, 
marital and family status, educational status, religious affilia- 
tion, occupational status, and residential status of immigrants 
are among the demographic traits which will be reflected in 
the general make-up of a population. An analysis of these 
characteristics is of much importance in understanding the 
social and economic positions which the various immigrant 
groups possess in their new surroundings. The contributions 
of immigrants to the general Brazilian culture can be fully 
comprehended only after knowledge of these characteristics 
has been obtained. 

Although the data regarding the demographic aspects of 
the migrations to Brazil are very incomplete, they, neverthe- 
less, provide some insight into the problem. The most re- 
liable source of information regarding the characteristics of 
immigrants appears to be the data collected by the authorities 
of the state of Sao Paulo concerning those individuals who 
entered the nation through the port of Santos. A fairly com- 
plete record has been maintained covering the period from 
1908 to 1939.8 These data have been published in such form 
as to be of use to the demographer who is interested in the 
phenomenon of migration. 

A total of 16,734 persons were recorded as entering Brazil 
from Poland through the port of Santos during the years 
1908 to 1939. This number represents 36.1 per cent of the 
total of 46,344 Poles who entered Brazil during the period 
under consideration. The author, therefore, feels that these 
data constitute an adequate sample from which generaliza- 


8 Secretaria da Agricultura, Industria e Comércio, Sao Paulo, Boletim 
do Servicao e Colonizagao, “Movimento Imigratorio pelo Porto de Santos 
no Periodo de 1908-1939,” No. 2 (1940), p. 152. 
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tions for the whole might be made. This procedure is neces- 
sary because data are not available regarding the character- 
istics of migrants entering Brazil through other channels 
than the port of Santos. 

Age. The Poles who entered Brazil through the port of 
Santos between 1908 and 1939, on an average, were slightly 
older than the other immigrant groups. A study of the data 
indicates that 78.8 per cent of the Poles were twelve years of 
age and over while only 76.0 per cent of the total migration 
were so classified. The Portuguese, Germans, Turks, and 
Syrians had larger proportions of persons above twelve years 
of age than did the Poles. On the other hand, the Spaniards, 
Japanese, Rumanians, Yugoslavians, and Lithuanians had 
smaller proportions in this age group. The Italians and 
Austrians had approximately the same proportions aged 
twelve years and over as did the Poles. 

The Poles also had a smaller proportion of children under 
six years of age than did the total immigration. These pro- 
portions were 13.3 per cent and 15.1 per cent, respectively. 
The Portuguese, Germans, Turks, and Syrians had relatively 
smaller proportions of children than did the Poles. Larger 
proportions of children under six years were found among the 
Spaniards, Italians, Japanese, Rumanians, Yugoslavians, and 
Lithuanians. The Austrians had approximately the same 
proportion of children of this age as did the Polish immi- 
grants. 

The Brazilian Census has made available data concerning 
the age distribution of the Polish foreign-born in 1940.!° 
These figures indicate that the largest proportion of the 
foreign-born Poles, at that time, was in the age group 30 to 
39, which constituted slightly more than one-fourth (25.5 per 
cent) of the total. The next largest group was 40 to 49, 
which included 17.8 per cent. The following age groups 
ranked in the order named: 50 to 59, (13.5 per cent) ; 10 to 


Age groups used by the authorities in reporting on immigrants 
entering Brazil through the port of Santos are “Under 6 years,” “6 to 
11 years,” and “12 years and over.” This procedure makes the analysis 
of the age distribution of adults impossible. 

10 Servico Nacional de Recenseamento, Gabinete Técnico, Andlises de 
Resultados do Censo Demografico, “A Composicao por Idade dos 
Principais Grupos Nacionais da Populagéo de Origem Estrangeiros.” 
Boletim No. 374 (1947), (mimeographed). 
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19, (11.9 per cent) ; 20 to 29, (10.7 per cent) ; and 60 to 69, 
(10.4 per cent). Persons over 70 years of age made up only 
7.6 per cent of the total number of foreign-born Poles. 
Children under 10 years constituted 2.5 per cent. These 
figurges are in keeping with the general age pattern known 
to characterize long-distance migrations. Such a movement 
is usually selective of the younger age groups and persons in 
the productive ages. If the fact is kept in mind that a large 
majority of Polish foreign-born made its way to Brazil a 
number of years before 1940, the pattern of age distribution 
among these people generally conforms to expectation. 

Sex. Insofar as the sex of the Polish immigrants who en- 
tered Brazil through the port of Santos between 1908 and 
1939 is concerned the data reveal that males were numeri- 
cally of less relative importance among this group than among 
all of the immigrants as a whole. The sex ratio among the 
Poles was 156 as compared to 167.1 for all immigrants, which 
indicates a slightly more equitable proportioning of the sexes 
among the former. The Turks, Portuguese, Syrians, Italians, 
Germans, and Austrians had higher sex ratios than the Poles. 
Women were numerically of greater relative importance 
among the immigrants from Spain, Japan, Rumania, Yugo- 
slavia, and Lithuania. These data also seem to be in line 
with expectations based upon knowledge concerning the char- 
acteristics of long-distance migrations. Such movements are 
generally selective of the male. 


Statistics published by the 1940 Census of Brazil make it 
possible to analyze the sex composition of the Polish foreign- 
born for that date.’ Among all of the Polish foreign-born, 
there were 104.1 males to every 100 females. The highest 
sex ratios were found in the ages 30 to 39 and 40 to 49 years. 
These were 130.3 and 115.5, respectively. In all of the other 
age groups except that from 0 to 9 years, the females pre- 
dominated. Those persons under nine years had a sex ratio 
of 110.1. The fact that the sex ratio is 104.1 for the total 
Polish foreign-born population is surprising in view of the 
predominance of males among the immigrants entering 
through the port of Santos. The only explanation that the au- 
thor can offer for this phenomenon is the low sex ratios found 


11 [bid. 
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in the ages above 50 years. For the age groups 50 to 59, 60 to 
69, 70 to 79, and 80 and over, the sex ratios are all in the 
eighties. They were 88.9, 87.9, 80.9, and 83.0, respectively. 
This situation possibly is due to a differential in longevity 
which is favorable to the females. 

Marital and Family Status. Among all of the immigrants 
entering Brazil through the port of Santos between 1908 and 
1939, 40.5 per cent were married. The Poles had approxi- 
mately the same proportion (40.4 per cent) of their members 
in this category. “Also, about the same proportion of the 
Polish immigrants was single as was found among the total 
migration, 58.0 and 57.2 per cent respectively. A slightly 
smaller proportion of the Poles (1.6 per cent) was widowed 
than that for all migrants (2.3 per cent). The Portuguese, 
Italians, Japanese, and Germans had higher proportions 
which were married than the Poles, while the Spaniards, 
Turks, Rumanians, Yugoslavians, Lithuanians, Syrians, and 
Austrians had higher percentages in the single category. 

A somewhat clearer picture of the family affiliations of 
the various immigrant groups can be gained by studying the 
data regarding persons traveling alone and in family groups. 
For the total migration through the port of Santos between 
1908 and 1939, 33.5 per cent were listed as traveling not as a 
family member when disembarking at the above named port. 
The Poles had a somewhat higher proportion traveling alone, 
41.8 per cent. The Portuguese, Italians, Germans, Turks, and 
Syrians had larger proportions of their members who were 
traveling alone than did the Poles. It is interesting to note 
that extremely small proportions of the Japanese (5.3 per 
cent), the Rumanians (8.9 per cent), and the Yugoslavians 
(6.6 per cent) were listed as traveling not as a part of a 
family group. These data indicate that Polish migrants came 
in family groups to a lesser extent than did the total immi- 
grant population. The figures are 58.2 and 66.5 per cent, 
respectively. 

Educational Status. The Polish immigrants disembarking 
in Santos between 1908 and 1936 compared favorably with 
other nationalities insofar as educational status was con- 
cerned.!2 The proportion of illiterates among all migrants 





12 Secretaria da Agricultura, Industria e Comercio, Sao Paulo, 
Boletim da Directoria de Terras, Colonizagao e Immigragado, Ano II, 
No. 1 (October, 1937), p. 69. 
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seven years of age and over was 36.9 per cent. The Poles had 
11 per cent of their members listed as illiterate. Only the 
Japanese, Germans, and Yugoslavians had smaller propor- 
tions of their members who were unable to read and write. 
The astonishing fact about the data on educational attainment 
of immigrants entering through Santos is the extremely high 
percentages of illiteracy among those peoples who annually 
contribute the greatest numbers to the Brazilian population. 
The Spaniards, Turks, Portuguese, and Italians recorded 
extremely high illiteracy rates. These were 65.1 per cent, 
57.9 per cent, 51.8 per cent, and 31.6 per cent, respectively. 
These data indicate that the existing poor educational record 
of the Brazilians is not being improved by the largest of the 
immigrant groups. The lower percentage of illiteracy among 
the Poles indicates that educational values are more signifi- 
cant to this group than to the Brazilians or the Portuguese, 
Spaniards, Turks, and Italians. 

Religious Status. The surprising fact about the data on 
religious affiliation of the Poles entering Brazil through the 
port of Santos between 1908 and 1939 is the large number of 
non-Catholics.!* Slightly more than one-fourth of all of the 
immigrants entering through this port were classified as 
non-Catholics, whereas two-thirds (63 per cent) of the Poles 
were listed as belonging to a religious body other than that 
centered in Rome. Only the Japanese and Germans showed 
a greater proportion of non-Catholics than the Poles. As is 
to be expected, the Portuguese, Spaniards, and Italians were 
almost 100 per cent of the Roman Catholic faith. 

Since approximately three-fourths of the people of Poland 
are Roman Catholic, the above observation needs some ex- 
planation. A logical interpretation is that the migrant stream 
from that country during this thirty-year period was made 
up of a significant proportion of jews. This group, plus 
smaller numbers of other faiths, probably accounts for the 
large proportion of non-Catholics among Polish immigrants 
to Brazil. 

In visiting the Polish-Brazilian rural communities, one is 
impressed with the fact that the people are almost wholly 





18 The immigrants were classified only as Catholics and non-Catho- 
lics. Therefore, it is not statistically possible to determine the com- 
position of the non-Catholic group. 
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Roman Catholic and are strongly devoted to that faith. This 
suggests that the Polish Jews and Poles of other religious 
beliefs settled in the large cities and other urban centers 
where they have associated themselves with other peoples of 
similar faiths. It seems likely that the religious make-up of 
the migrant stream from Poland to Brazil must have under- 
gone a change following the First World War. The great 
number of Roman Catholics among the Polish rural folk in 
Brazil suggests that the immigrants who came prior to the 
conflict mentioned above must have been predominantly of 
that faith. Today, Catholicism is the dominant religion in 
the rural communities settled by the Poles in the state of 
Parana, and the church remains one of the strongest social 
institutions. 

Occupational Status. Almost two-thirds of all of the immi- 
grants entering Brazil through the port of Santos between 
1908 and 1939 stated that they were associated with agri- 
culture. The Poles, however, were not agricultural people to 
the extent of the total group. Only 40.3 per cent of them 
were classified as having been in farm pursuits. The Ger- 
mans, Turks, and Syrians were the only nationalities that 
showed a lower proportion in agriculture than the Poles. It 
is interesting to note that the Japanese, Yugoslavians, Lith- 
uanians, and Spaniards overwhelmingly had been farm 
people. 

The Poles had a slightly larger proportion classified as 
“artisans” than did all of the immigrants taken collectively, 
8.8 and 5.1 per cent, respectively. The Italians and Germans 
alone had greater percentages in this classification. 

The Poles and other immigrants who were not classified as 
agriculturalists or “artisans” were simply listed (by the 
authorities) in a category entitled “other.” 

Residential Status. No information concerning the resi- 
dential status of the immigrants was collected by the au- 
thorities of the port of Santos. Because of this fact, it is 
impossible to obtain statistical materials upon which to base 
an analysis of the degree of rurality among immigrants to 
Brazil. Furthermore, the Brazilian Census has made no 
effort to separate rural from urban peoples except in the last 
few years. This, however, is limited to an analysis of the 
total population with little attempt to divide the data into 
their component parts. 
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Nevertheless, observations provide some basis for at least 
reasonable estimates pertaining to this aspect of the Polish 
immigration to Brazil. The vast majority of the Poles who 
have settled in Parana apparently follows a rural way of 
life. It has been estimated that 80 per cent of them are 
engaged in agriculture which they practice on a small scale.4 
The data compiled concerning occupational status of immi- 
grants disembarking at Santos between 1908 and 1939 show 
that only 40.3 per cent of the Poles had been engaged in 
agriculture. This suggests that a much smaller proportion 
of the immigrants during this period came from rural en- 
vironment than the situation in Parana would indicate. A 
reasonable explanation of this phenomenon is that the Poles 
who came to Brazil prior to the end of the First World War 
must have been almost wholly rural folk. It seems probable 
that the movements out of Poland to Brazil in the last 
decades since the First World War have drawn more heavily 
from urban society than from the rural localities. 

Conclusions 

The basic objective of this study has been to analyze the 
characteristics of migrants from Poland to Brazil. However, 
a secondary objective has been to seek further empirical 
verification of several hypotheses which have been formulated 
concerning the phenomenon of migration. The findings of 
this research support at least three of the theories regarding 
the character of long-distance movements of human beings. 
The first of these is that such migrations are a phenomenon 
of youth. The data for the Poles tend to substantiate this 
idea even though they are such as to preclude direct verifica- 
tion. Since the immigration statistics list all adults in a 
category entitled “12 years of age and over,” it is impossible 
to determine whether or not a concentration in a particular 
age group exists. The data from the 1940 Census in regard 
to Polish foreign-born, however, do indicate that the migra- 
tion of the Poles to Brazil has been selective of youth. 

A second hypothesis regarding the nature of long-distance 
migrations to which the data give support is that such move- 
ments are selective of males. Verification of this theory is 
forthcoming from the findings of this study. The sex ratio 
among Polish immigrants to Brazil between 1908 and 1939 





14 Smith, op. cit., p. 554. 
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was 156. The sex ratio for the total migration to Brazil 
which entered the nation through the port of Santos during 
this period was 167.1. These figures show that immigration 
from Europe to Brazil was definitely male selective. 

A third hypothesis which can be verified by the data used 
in this analysis is that long-distance migration is selective of 
single persons. Approximately sixty per cent of the Poles 
who entered Brazil through the port of Santos between 1908 
and 1939 were classified as unmarried. About the same pro- 
portion was singled for all migrants considered collectively. 

The findings of this study represent a research effort di- 
rected at a heretofore relatively untouched area—the analysis 
of the migratory streams to Brazil. An improvement in the 
methods of collecting and tabulating data by the Brazilians 
will make possible more detailed studies. However, until 
then, the demographer must depend upon such indirect and 
suggestive data as presented in this paper. 





Third System in Latin America: 
Mexico 
By GEORGE N. SARAMES* 

The article “Labor and the Philosophy of the Argentine 
Revolution” appearing in a recent issue of this Journal con- 
tains, generally speaking, a correct appreciation of the under- 
lying social forces in Argentina. These revolutionary forces, 
according to this article, embody a theory of socio-economic 
organization whose basic concepts were the achievement of 
unity among the various elements of Argentine society and 
the establishment of social justice. 

Since, however, it is not quite clear whether this is 
considered to be an innovation in Latin America, certain 
comments may be made for a‘better comprehension of the 
socio-economic-political phenomena currently taking place in 
Latin America, of which the Argentine movement is. part. 
There can be no doubt that the trend in most of Latin 
America during the past half century has been towards the 
development of some sort of a “Third System”—neither 
liberal capitalistic nor completely socialistic. This trend has, 
furthermore, been encouraged by indigenous social forces, 
many of which date back to the period of the Spanish con- 
quistadores. This general trend has necessarily been modified 
in the various countries to adjust to peculiar sets of economic, 
social, political and religious institutions. Thus in Argentina 
Perén instituted “Justicialismo,” in Brazil Vargas set up the 
“Estado Novo,” and in Mexico, the social forces liberated by 
the Revolution of 1910-20 have been steadily progressing 
towards a “Democracy of Workers.” 

Perhaps the best example with which the author is familiar 
is Mexico. The opening decades found Mexico involved in a 
period of revolution. The Revolution, although beginning in 
1910 merely as another of the political revolutions which 
characterize many Latin American countries, gradually de- 


*This article is largely taken from a thesis presented in partial 
fulfillment of the requirements for the master’s degree at Georgetown 
University in Washington, D. C. 
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veloped into one of much wider economic and social conse- 
quences, and in certain respects is considered as still in 
progress. The Revolution was more than the overthrow of a 
dictatorship; it was part of an historical process of the 
popular struggle for a transformation of social life through 
its reform of public institutions and of the economic order. 
The pent-up emotions of several centuries of exploitations 
finally erupted by the cries of the Zapatistas for land and 
freedom. After a chaotic period marked by violence, the 
foundations of a new society emerged, one whose principles 
are embodied in the Constitution of 1917. As will be shown, 
many of these same principles may be found in the Argentine 
Constitution of 1949, though preceding them by over 30 
years. It should also be added, however, that most of the 
principles set forth in the Mexican Constitution were not 
seriously carried out until the thirties, when the Six-Year 
Plans of Presidents Cardenas and Camacho were adopted to 
carry out the Constitutional reforms. The two most important 
articles of the constitution are Articles 27 and 123, dealing 
with land and labor, respectively. These articles go much 
beyond the solution of pressing agrarian and labor problems, 
and as a consequence may be considered as the pillars of 
Mexico’s socio-economic system. 


1. Constitution of 1917. The underlying spirit of the Con- 
stitution of 1917 is eminently collectivistic in that it recog- 
nizes the rights of society, in contrast to the Constitution of 
1857 which accepted the absolute rights of the individual as 
the basis of society. In the new Constitution, the concept 
of social organization subordinates the individual to society; 
society as well as the individual is considered as having 
inalienable rights. 

A. Article 27—Land. By far the most significant juridical 
expression of the Revolution may be found in Article 27, 
which deals with property. A concept of property was 
evolved which holds that property does not constitute merely 
a private or individual right, but that it has a social function 
and the duty of the government is to regulate this function 
so as to favor the interests of the majority. To find a 
principle that could solve the conflicts between the rights of 
property which belonged to individuals and those which be- 
longed to society—that is, a fundamental principle that could 
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unite the recognition of the rights acquired and sanctioned 
in the past and yet still provide for new rights that might be 
acquired in the future—the framers of the Constitution re- 
turned to the principles and precedents of Spanish colonial 
law: that ownership of all lands was vested in the King. 
This principle, made applicable to present-day conditions by 
substituting the Mexican nation as the King’s legal heir, was 
embodied in the first paragraph of Article 27: 


“The ownership of lands and waters comprised within 
the boundaries of the national territory is vested originally 
in the Nation, which has had, and has, the right to trans- 
mit title thereof to private persons, thereby constituting 
private property.” 

Private property, according to this Constitution, is some- 
thing which society creates, thereby establishing the principle 
the right of ownership by the Nation and that this latter 
right is before and over the right of individual ownership. 
Moreover, the right of ownership vested in the Nation is not 
new, but has always existed. Hence it may retroactively 
apply to lands given to individuals by earlier Mexican govern- 
ments. 

This, nevertheless, does not mean that the Mexican Nation 
would begin a wholesale confiscation of all lands, since “pri- 
vate property shall not be expropriated except for reasons of 
public utility and subject to payment of indemnity” (Article 
27, paragraph 2). It does mean that private property estab- 
lished by the Nation is limited by the right of expropriation 
for public utility. In addition, further limitations or condi- 
tions on the ownership of private property are imposed by 
the third paragraph of Article 27: 


“The Nation shall at all times have the right to impose 
on private property such limitations as the public interest 
may demand, as well as to regulate the utilization of 
natural resources which are susceptible of appropriation, 
in order to conserve them and to insure a more equitable 
distribution of public wealth.” 


The paragraph deals with two distinct powers: on the one 
hand it places limitations on private property in the consid- 
eration of public interest; on the other hand it regulates the 
development of natural resources. 


The exact meaning of limitations has been the source of a 
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long controversy in Mexico. In this paragraph these limita- 
tions are designated as “such limitations as the public interest 
may demand,” which is apart from those of “public utility” 
mentioned in the Article’s second paragraph although some 
general rules are laid down in the same paragraph and in- 
clude such purposes as “to equitably distribute the public 
wealth . . . to encourage agriculture . .. to prevent the 
destruction of natural resources ... to protect property from 
damage detrimental to society . . . to divide up large landed 
estates .. . to develop small land holdings . . . and to create 
new agricultural communities with the indispensable land and 
waters.” However, these generalities do not limit in any 
manner the extent of the meaning of “such limitations as the 
public interest may demand,’ and under this provision other 
limitations not specifically embodied therein have been en- 
acted and others may be at any time. 

The second power in the third paragraph, to regulate the 
development of natural resources, is explicitly given in 
greater detail in following paragraphs of Article 27. The 
Constitution vested original ownership of all lands and waters 
in the Nation. It further divides this property into the land- 
surface and subsoil, and declares that the latter (including 
all waters not confined within one individual’s property) re- 
mains under the direct ownership of the Nation and can 
never be alienated or prescribed. Private individual owner- 
ship of either water or sub-soil cannot be established under 
the Mexican Constitution. Its use may only be had under 
concessions granted by the Federal Government. 

The Nation may effect two different actions with regard 
to the land surface. The first, under the “public utility” 
clause, enables the government to expropriate by means of 
payment; secondly, those “limitations as the public interest 
may demand” enables the government to restrict the rights 
of private property without compensation. 

The system of property set up by Article 27 of the Con- 
stitution of 1917 leaves to the individual the right of private 
property only to land surfaces; but here, too, the individual 
is subject to limitations, for private ownership is constituted 
by the Nation when it passes title to the individual for a 
portion of that area which originally belonged to it and over 
which the Nation retains certain powers and rights, even 
after it becomes private property. 
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Article 27 attempts to solve the fundamental agricultural 
and agrarian problems by preparing the way for a redistribu- 
tion of arable lands. Simultaneously it is primarily respon- 
sible for a fundamental reorganization of the philosophical 
concept of Mexican society, from one based on individual 
rights to one based on function or service to society. 

B. Article 123—Labor. Article 123, the legal foundation of 
all labor legislation, has no precedent in Mexican Constitu- 
tional history and may, therefore, be considered as one of the 
direct consequences of the Revolution. Parallel to Article 
27’s attempts to solve Mexico’s basic agrarian and agricul- 
tural problems, are those of Article 123, which contains the 
formula for solving Mexico’s labor problems. 

Article 123, similar to Article 27, also tries to place 
“limitations” on property though in this case personal prop- 
erty rather than real. Since the Nation has the right, as a 
matter of public interest, to place limitations on the most solid 
of all personal rights—rights on real property—then it surely 
is justified in placing limitations on the newer forms of 
property, represented largely by modern corporative capital- 
ism, so that it may operate under conditions that satisfy not 
only the interests of the capitalists but those of the laborers 
and of the Nation as well.! 

The interests of labor could not have been satisfied by 
merely legalizing trade unions; since, first of all, the status 
of the laborer, urban and rural, had to be raised. This, in 
Mexico, posed a very difficult problem, for the relation be- 
tween the land owner and the worker hardly differed from 
that which existed between the Spanish conqueror and the 
subjugated Indian. In fact, so low was the position of the 
laborer considered to be at that time, that it was felt he must 
be defended and supported by the Nation on the same grounds 
as is the position of minors in contractual relations.” 

The point may be raised as to why this protection was not 
included within the provisions for Individual Guarantees 
under Article 4, which prohibits a person from being deprived 
of the fruits of his labors, as is the procedure in most con- 





1 Andres Molina Enriquez, “El Articulo 27 de la Constitucién Fed- 
eral,” Boletin de la Secretaria de Gobernacién, I (September, 1922), 
DD, 

2 Ibid., pp. 29-30. 
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stitutions. This must be answered in view of the spirit 
behind the Constitution—a spirit called eminently collec- 
tivistic so that, in cases of a conflict between the individual 
and society, the latter should dominate; while in conflicts 
between vested interests and individuals, the private individ- 
ual should triumph. Keeping this in mind, Article 123 was 
not put under Individual Guarantees as its aims were not 
only to protect the laborer, as an individual, but rather as a 
member of a definite social class—the laboring class. Since 
members of this group, including agricultural workers, com- 
pose the majority of the Nation, anything improving the 
condition of this socio-economic group would benefit the 
Nation as a whole. The emphasis placed on the class aspect 
of this article is illustrated by the provision that “cooperative 
associations for the construction of cheap and sanitary dwell- 
ings for workmen” as well as “the passing of the Law of 
Social Insurance shall be deemed as of public utility” and 
as such are to receive all help which the law provides for 
such institutions. The Law of Social Insurance must provide 
for life insurance, and old age, unemployment, sickness and 
accident insurance. 

Article 123 may therefore be looked upon as a Declaration 
of the Rights of Workers, thereby allowing Mexico to make 
the claim of being the first to establish such rights. The 
various provisions or “principles” of Article 123 can be con- 
veniently grouped under the following six categories: time- 
limits on labor, housing and community provisions, wages and 
financial provisions, arbitration, accident and disease, and 
labor contracts in general. 

Specifically, Article 123 provides for an eight-hour day 
and a forty-eight hour week, restricts child labor, and guar- 
antees wages to women preceding and following child-birth. 
Employers are also bound to provide their laborers with com- 
fortable and sanitary dwellings at reasonable rentals. 

The principle of the minimum wage was embodied in this 
Article. This wage shall be “sufficient . . . to satisfy (the 
laborer’s) normal needs, his education and his lawful pleas- 
ures, considering him as the head of a family.” Laborers 
also have the right to participate in profits. These two provi- 





8 Alberto Trueba Urbina, El Articulo 123, (Mexico, D. F.: Talleros 
Graficos Laguna, 1943), p. 20. 
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sions are to be carried out by local machinery which is to 
determine the minimum wage and the rate of profit-sharing 
as provided by this Article. 

Employers as well as workers “shall have the right to 
unite for the defense of their respective interests.”’ The 
Article also recognizes the legality of strikes, boycotts, and 
lockouts under certain conditions. Differences between labor 
and capital “shall be submitted for settlement to a Board of 
Conciliation and Arbitration,” which shall consist of an equal 
number of representatives from each party and one repre- 
sentative from the Government. 

Employers are made liable for accidents and occupational 
diseases ‘‘contracted by reasons of or in fulfillment of work; 
therefore, employers must pay the proper indemnity in ac- 
cordance with the provisions of the law.” There are also 
broad provisions for the regulation and supervision of places 
of employment in regard to sanitation and machinery pro- 
tection. 

Finally, in addition to the above provisions, this article 
contains a list of stipulations considered detrimental to the 
welfare of the worker which “shall be null and void and shall 
not bind the contracting parties, even though embodied in 
the contract,” thereby further protecting the laborer. 

Thus, Article 123, the other Article of major constitutional 
reform, sought to ameliorate the conditions of laborers, as 
individuals, as well as to raise the social and economic status 
of the laboring class from the depredation to which it had 
fallen. Similar to Article 27, it may be conceived as the 
other great pillar of the new society; it also emphasizes 
function by placing limitations on complete freedom of 
enterprise for the public interest. 

2. Mexico’s Economic System. This brief analysis of the 
two most important articles of the Constitution of 1917 as 
they affect economic activity points to one main conclusion: 
the Constitution of 1917 provides, theoretically, for a socio- 
economic system which is neither completely capitalistic nor 
completely socialistic. In Mexico the Latin American trend 
toward some sort of a “Third System” based on social jus- 
tice has taken the form, perhaps for want of a better term, 
of Functionalism.* 

The Constitution recognizes that the foundation of the 
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new Mexican society emphasizes the rights of society rather 
than being based on the absolute rights of the individual. 
This does not only mean that society will be protected from 
individuals but also that individuals will be protected from 
society and other individuals. There are, therefore, individ- 
ual rights and social rights. Individual rights, in addition 
to the usual ones of freedom of speech, press, religion and 
so forth, also emphasize the protection of one individual from 
another, which may be enlarged to include the protection of 
one class from another. Without explicitly stating it, the 
Constitution recognizes the existence of the class struggle,® 
a struggle recognized as hindering the advancement of the 
individual who owns no factors of production. For this rea- 
son then, the worker and peasant classes, which constitute the 
majority of Mexican society, are to be protected from the 
other social classes and from individuals as well. The rights 
of society, as expressed in the Constitution by such phrases 
as “the public interest may demand” or “for reason of public 
utility,” clearly mean the protection and advancement, socially, 





4 Functionalism: this term has been borrowed from R. H. Tawney, 
The Acquisitive Society, (New York: Harcourt Brace & Co., 1920). The 
type of society envisioned by Tawney is basically the same as that which 
a Chilean, Luis Lagurrigue, called Positivism in his La Propiedad, 
positivism y Comunismo, (Santiago de Chile: Imprenta Cervantes, 
1925) and is also remarkably similar to the socio-economic organiza- 
tion based on social justice contained in the famous Papal Encyclicals: 
Pope Leo XIII, The Conditions of Labor, May 5, 1891; Pope Pius XI, 
On Reconstructing the Social Order, May 15, 1951. 

Briefly, a Functional Society would aim at making acquisition of 
wealth contingent upon the discharge of social obligation, which would 
seek to proportion remuneration to service and deny it to those who 
perform no service, which would inquire first not what men possess but 
what they can make, create or achieve. In such a society the main 
subject of social emphasis would be performance of function. (Tawney, 
op. cit., p. 26). 

Specifically, the organization of society on the basis of function rather 
than rights would require that proprietory rights shall be maintained 
when accompanied by the performance service and abolished when they 
are not; producers and those who perform services shall be directly 
responsible to the community, subject to the criticism and supervision 
of the consumer, for whom production is carried on. 

5The Second Six-Year Plan of the Mexican Revolutionary Party, 
translated by: Asociacion de Empresas Industriales y Comerciales. 
(Mexico, D. F., 1940), p. 5. 
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politically and economically, of the laboring and peasant 
classes. 

This relationship between the individual and society must , 
logically be accompanied by a distinct concept of property. 
The juridical principles concerning property abstracted from 
Article 27 may be summed up as follows: 


® The Nation assumes real ownership of the territory it 
occupies. 

2. This ownership is original; private property originates 
only from the Nation and is limited only to the land sur- 
face; the ownership of the sub-soil and all waters, which is 
vested inalienably and imprescriptably in the Nation, may 
only be subject to concessions under certain conditions. 

3. As a consequence, the right of private property may 
neither be above nor beyond the supreme ownership of the 
Nation. In no case should the rights of individual private 
property disturb the exercise of the individual rights of 
others, as social rights should be before and over the rights 
of the individual in the matter of landed property. 


Article 27 did not impose a determinate system of property 
nor did it in any manner change the existing system. Its 
most far-reaching reform consisted in reestablishing the 
principle that social rights (those formerly held by the King 
of Spain) are before and above the rights of the individual. 
The reestablishment of this principle did not change the exist- 
ing system of private property but rather opened an exten- 
sive field for future laws to correct, modify, or abolish the 
existing system according to the necessities of the evolu- 
tionary development of the Mexican people. 


This concept of property may be considered neither social- 
istic nor capitalistic. The Constitution accepts both forms 
of land holding, not as the ends of society but as a means of 
fulfilling a social function—that of best serving society in the 
most efficient manner possible. 


A. State Intervention in Other Economic Activity. The 
legal bases for the state’s intervention in the Nation’s econo- 
mic activity are Article 4 and 28. Article 4, one of the 
numerous articles appearing under the heading of “Individual 
Guarantees,” provides for the liberty of commerce, industry, 
and labor. The exercise of this liberty is forbidden if it 
violates the rights of society. Article 28, ostensibly merely 
forbids monopolies; however, together with Article 4 and 73, 
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fraction XVIII, the way is paved for government interven- 
tion and participation in the economic activity of the Nation. 
In addition to the usual monopoly powers of the coining of 
money, issuance of bills, postal, telegraph and radio-telegraph 
services, etc., the state is given the power to control prices 
and to create public enterprises responsible for the production 
or sales of goods and the rendering of services, whenever the 
public interest may demand. The Nation, for example, would 
have the right to create a public enterprise to satisfy better 
the needs of the people for a certain good or service which 
private enterprise does not supply at reasonable prices be- 
cause of monopolistic conditions. This seems to imply accep- 
tance of the theory that the very nature of private enterprise 
leads to monopolistic conditions which prevent it from best 
serving society. 

The treatment of enterprise by the Constitution again ac- 
cepts both private enterprise as well as public enterprise. 
Individuals are free to follow their choice of legal economic 
activity; the State, on the other hand, is explicitly given a 
monopoly in certain activities. However, between these two 
extremes, both may enter as long as they fulfill the social 
function of meeting the demands of society. This implies 
that individual enterprises not fulfilling their functions may 
be nationalized and that public enterprises could be given or 
conceded to private enterprise if they likewise failed to effect 
their function. 

The great emphasis on use and exploitation in Article 27, 
and upon public interest and utility throughout the entire 
Constitution, distinctly shows that the Constitution of Mexico 
endeavors to closely approximate a functional society. 

B. Nationalism. This functional society envisioned by 
the Constitution would also be nationalistic, striving to 
base a real political independence on a solid founda- 
tion — economic independence of a nation. Thus the Con- 
stitution provides for the exercise of domination over the 
Nation’s natural resources, with Mexicans benefiting by a 
preference in receiving concessions to exploit these resources. 
Foreign companies must consider themselves as Mexican 
when permitted to do business in Mexico. Moreover, they 





6 Luis Montes de Oca, “La Intervencién del Estado en la Actividad 
Econémica,” Investigacién Econémica, (July-September, 1943), p. 252. 
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have to employ a majority of Mexican workers. The na- 
tionalistic spirit is also manifested in numerous other ways, 
culminating in the educational system, which is to glorify the 
principles of the new Mexican society, thereby assuring itself 
of support in the future. 


To realize the goals of this nationalistic functional society, 
constitutionally provided for, the concept of the Mexican 
state would not merely be ‘the custodian of the national 
integrity and keeper of the public peace and order” but rather 
“an active agent moving and controlling the vital processes of 
the country.” This’concept was more clearly elaborated in a 
speech by General Lazaro Cardenas (President of Mexico— 
1934-40) on March 28, 1934: “In Mexico we are struggling to 
destroy a regime of exploitation of the individual, and we are 
destroying it through revolutionary action; but we are not 
doing this so as to fall into an undesirable exploitation by the 
State. We are destroying the exploitation of the individual 
by the individual, in order to give our resources and the 
instrument of our production to the organized proletarian 
masses. Under this doctrine the function of the Mexican 
State is not limited to a mere guardianship of order—; nor 
is the State recognized as sole title holder of our economic 
wealth; rather there is discovered a concept of the State as 
the regulator of the important economic phenomena of our 
regimen of our wealth production and wealth distribution. 
The Mexican Revolution progresses toward Socialism, a move- 
ment that draws away equally from the super-annuated tenets 
of classical Liberalism and from the norms of the communis- 
tic experiment being made in Soviet Russia. It draws away 
from Individualistic Liberalism because this doctrine proved 
incapable of unrestrained delivery of the sources of wealth 
and of instruments of production to the selfishness of the 
individual. And our Revolution draws away from State 
Communism because it does not fit in with the idiosyncrasy 
of our people to adopt a system that deprives the individual 
of the entire fruit of his effort, nor do we desire to substitute 
for the individual boss the State as a boss.” 


3. Social Precedents. Our use of the term nationalistic may 
be extended from the narrower meaning—of advocating na- 
tional interests, unity or independence — to include, at least 
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when discussing the concept of society or State, the idea of 
indigenous growth with a spirit and institutions peculiar to 
a certain environment and historical tradition. 

During the regime of Porfirio Diaz, President of Mexico 
with only one interruption from 1876 to 1911, it was be- 
lieved that progress would only be achieved by adhering to 
the policies of the great powers of that period. As a result, 
a laissez faire policy was pursued. Superficial results were 
amazing: foreign capital poured into Mexico, the balance of 
payments was favorable, and Mexico’s credit standing was 
excellent. There stood Mexico, a shining example to other 
underdeveloped areas as to how easily progress could be at- 
tained. Yet while preparations were just about ready for a 
gala celebration, honoring Diaz’s quarter century of progres- 
sive rule, the Revolution broke: the glittering gold exports 
could no longer conceal the misery and poverty of the masses 
of Mexicans, virtually enslaved to the latifundia system. 

The legal expression of the emotional surge which rocked 
Mexico for over a decade was the Constitution of 1917. The 
principles promulgated by this document were soon denounced 
in many quarters as “communistic” or “bolshevist” importa- 
tions—or at least as principles alien to the Mexican element. 

As indicated in our discussion of Article 27, this is not 
entirely the case. To better understand the Mexican concept 
of property, the historical antecedents should be understood. 
The Papal Bull of May 3, 1493, vested the sole ownership of 
all lands in Spanish America in the sovereign power of the 
Crown of Castille in such a way as to exclude all rights of 
private ownership on the part of inhabitants. Since, how- 
ever, it was almost impossible to get along without some 
distinction of property, ‘there were granted with the name of 
property, certain rights of possession which had all the condi- 
tions of outright ownership except they were so wholly con- 
tingent upon the King’s will that he could, if necessary, 
revoke all rights to the supposed property.” 7 

Article 27 is simply a revival and an adaptation of the 
concept of property which finds ample precedent in Spanish 
colonial law; the right of the Nation to impose on the rights 
of private ownership such limitations as the public interest 





7 Andres Molina Enriquez, “Mexico’s Defense,” Atlantic Monthly, 
(March, 1939). 
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may demand likewise comes from the colonial period in virtue 
of the legally and historically inherited Law of Reversion. 

Article 27 revived another institution of colonial Mexico— 
the ejido. The term ejido which literally means “on the way 
out” was in Spain a remnant of the feudal-manorialism 
epoch. It was a relatively small unoccupied space at the edge 
of a village which was used in common for grazing and other 
uses. Its introduction into colonial Mexico entirely trans- 
formed the ejido, for there it was superimposed upon the 
existing Indian land organization. Today the ejido refers to 
the entire communal agricultural lands of a village,® and is 
perhaps one of the best expressions of agrarian reform con- 
cerned with the emancipation of the peasant from the servi- 
tude of the latifundia system. 

Another factor influencing the Constitution of 1917 was 
Comte’s philosophy of Positivism which dominated the in- 
tellectual environment of Mexico. To Comte, the founder of 
the science of sociology, society was a totality of human ex- 
perience, an organism, an evolving whole, manifesting in all 
its activities a principle of life in which individuals found 
their meaning and within which all they did or thought some- 
how belonged. “It was on Comte’s emphasis upon society, it 
was on his subordination of the individual to the organic 
group that the framers of the Mexican Constitution of 1917 
found an intellectual justification for their platform.” ® Posi- 
tivism, therefore, may be considered as the means used to 
philosophically link the traditional concept of colonial Mexico 
with her twentieth century evolutionary, functional concepts 
of society. It is upon positivism that the colonial Law of 
Reversion finds its modern philosophical counterpart. 

Article 23, which gives the State the power to control prices 
and create public enterprises also has ample precedents dat- 
ing from the Age of the Conquistadores. Public enterprise 
was no innovation to the Mexican economic scene; the mer- 
cantile system of the Spaniards of the sixteenth century was 
firmly implanted in the fertile Mexican soil and this tradi- 





8 George McCutchen McBride, The Land System of Mexico, (New 
York: American Geographical Society, 1923), p. 124. See also Eyler 
N. Simpson, The Ejido, (Chapel Hill: University of North Carolina 
Press, 1937). 

® Frank Tannenbaum, Mexican Agrarian Revolution, (New York: The 
MacMillan Company, 1929), p. 179. Molina Enrique, op. cit., p. 85). 
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tion of government actively participating in the economic life 
of the Nation was not destroyed even by the liberal economy 
under Diaz. The Constitution, in allowing for public enter- 
prise, was simply applying traditional practices to existing 
economic conditions—conditions which in many ways had 
hardly changed during the intervening centuries. Examples 
of government regulation of prices may be found in the 
colonial mercantilistic epoch,!® and the need for public enter- 
prises to develop the nation was as acute in 1917 as in 
colonial times. During the regime of Diaz, prior to the 
Revolution, there was a law giving the executive the power 
to fix the price of corn so as to furnish an incentive for its 
importation.1 A regulated competitive system as provided 
for by the Constitution of 1917, may therefore be traced to 
colonial practices. 

Summary. The immediate consequence of the Mexican Revo- 
lution was the adoption of the Constitution of 1917. The 
ultimate nature of the economic order theoretically provided 
for by this Constitution is a nationalist functional economy; 
an economy springing from concepts traditional to Mexico, 
made applicable to a changing social environment, whose in- 
stitutions, although borrowing freely from both capitalism 
and socialism, are based essentially on function rather than 
right. 

The movement is also striving for the economic indepen- 
dence of the Nation, which implies not only the exercise of 
real control over its natural resources but also the continual 
improvement in the standard of living for its masses of 
people. The revolutionary movement continues even until 
today for it is now primarily a legal transformation, evolving 
from a “liberal” democracy towards a democracy of workers. 





10 Raul Salinas Lozano, La Intervencién del Estado y la Cuestion de 
las Precios, (Mexico, D. F.: Editorial America, 1947). 

11 Carrillo Flores, Antonio, “La Constitucién y la Accién Econémica 
del Estado,” Investigacién Econémica, I (July-September, 1941), p. 290. 


The Economic Organization 
of the 
Mexican Coal Industry 


By MARVIN D. BERNSTEIN 


Unlike the exploitation of the fabulous silver and gold 
mines, the history of commercial coal mining in Mexico does 
not extend beyond 1890. In the late eighteenth century, 
Spanish mining legislation was amended to promote coal 
mining by freeing it from many of the limitations imposed 
by the mining Ordenanzas of 1783. However, the attempt 
at placing the industry under special regulations failed, and 
the crown again restricted the coal miners’ rights.1 In the 
1850’s coal still was regarded as a geologic rarity in Mexico, 
and samples were displayed at exhibitions as a product that 
might be developed in the near future. Perhaps the earliest 
scientific description of the Mexican coal fields was done by 
a geologist, Jacobo Kuchler, in a short pamphlet in 1866.3 
Kuchler described the coal and metal mines of the Sabinas 
and Salinas valleys in Coahuila, implying that they were be- 
ing worked for coal, although he gave no figures. The map 
he drew up of the major coal areas of the district was almost 
prophetic. With but one exception, they are still the major 
coal areas. Fifteen years later, W. H. Adams described the 
El] Cedral mine in the Santa Rosa region between Muzquiz 
and Hermanos. Although the major basins were outlined, 
he too gave no production figures.* As late as 1884, Santiago 
Ramirez, the leading geologist and mining engineer in Mexico 





1 Manuel de la Pefia, El dominio directo del soberano en las minas de 
México, 2 vols. (Mexico, 1928), I, 49-58. 


2Secretaria de Industria, Comercio y Trabajo, Departamento de 
Minas, El carbon mineral en México (Mexico, 1921), 3. 


8 Jacobo Kichler, Los valles de Sabinas y Salinas (Mexico, Imprenta 
Imperial, 1866). 


4W. H. Adams, “Coals in Mexico—Santa Rosa District, American 
Institute of Mining Engineers, Transactions, X (1881-1882), 270-273. 
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at the time, felt constrained to start his discussion of the 
coal deposits of Mexico with the statement: 
Por mucho tiempo y por muchas personas, se sostuvo en 
México la idea de que su suelo no contiene, y no solo, sino 
que sus rocas no pueden contener yacimientos de carbon 
mineral. No es este el lugar, ni la ocasion de invocar el 
origen ni discutar los fundamentos de esta idea.® 
But Ramirez’s assertion did not change the fundamental 
picture of the paucity of coal in Mexico. When the Secre- 
taria de Fomento started to investigate the possible sources 
of coal in Mexico in 1880, Ramirez himself was a member of 
the commission. The search was motivated by the threatened 
denuding of the hillsides by the railroads and newly im- 
ported steam engines. In January, 1881, two expeditions 
were sent out: one to Puebla and Oaxaca, the other to the 
Huasteca Potosina (the San Luis Potosi mountains). Though 
some promising samples were uncovered, nothing of any im- 
portance developed. At the end of his discussion of the 
state of coal mining in Mexico in 1884, Ramirez concluded 
that the most promising district was the Sabinas valley in 
Coahuila. Even so, his thin and meagre second-hand descrip- 
tion was taken, with acknowledgment, from Kuchler.’ 

Unfortunately, Ramirez’s hopes for the Coahuila fields 
turned out to be the tragedy of Mexico. To the present day, 
no field of good commercial quality has been developed out- 
side of northern Coahuila. In this encyclopedic study of 
Mexican mineral deposits, Jenaro Gonzalez Reyna sadly re- 
marked: 

. y hasta la fecha, fuera de los mantos de antrocita de 
Sonora, la cuence carbonifera del Estado de Coahuila es la 
tinica en que ha dado posible hasta ahora encontrar cam- 
pos dénde pudiera extraerse carbon mineral en cantidades 
y _ economicamente costeables y de buena cali- 

a 
Despite Gonzalez Reyna’s assertion, the anthracite de- 

posits of Sonora have still not had any extensive commer- 





5 Santiago Ramirez, Noticia historica de la riqueza minera de México 
(Mexico, 1884), 147. 

8 Ibid., 147-184. 

7 Ibid., 185-190. 

8 Jenaro Gonzalez Reyna, Riqueza minera y yacimientos minerales de 
México (Mexico, 1947), 394. 


























MEXICAN COAL INDUSTRY 75 


cial development. Before the Revolution, the Southern Paci- 
fic Railroad held a large part of the Barranca coal fields 
through the Sunset Development Company. In 1910 develop- 
ment was halted when it became apparent that while the de- 
posit was of good quality, the seams were too broken to per- 
mit economical mining.® 

The geology of Mexican coal reveals several good-sized de- 
posits. These areas were fairly well surface-prospected by 
1910. Investigations at the time revealed that the various 
beds were of three ages: Tertiary in Nuevo Leon and Tam- 
aulipas around the Laredo district, Triassic in the Mixteca 
district of Oaxaca and Puebla as well as around the Yaqui 
River basin, and Cretaceous in the Coahuila and Sonora 
fields.!° Mexico contains some lignite deposits, but the cheap- 
ness of imported fuel and domestic petroleum has kept it 
from being exploited. Mexico also has some beds of natural 
coke and graphite, however only the latter are commercially 
valuable. Our knowledge of the Mexican coal fields is being 
steadily increased at present by the work of the Bank of 
Mexico, which since 1946 has released two excellent studies 
of minor fields: the anthracite deposits of the Yaqui River 
region in Sonora, and the lignite deposits of Tlacolulan, Vera 
Cruz.!!. The Bank’s investigators found the Yaqui deposits 
of a fair grade, but exploitation and transportation difficul- 
ties made costs too high without a large prior investment. 
The Vera Cruz deposits were found to be rather small; some- 
what less than 1 million tons were rated as of “alta prob- 





9 Engineering and Mining Journal, 90, July 23, 1910, 189. 

10For the general geology of the Mexican coal deposits see J. 
Gonzalez Reyna, Riqueza minera, 395-396, 406-408; and Robert T. Hill, 
“The Coal Fields of Mexico,” in XII International Geologic Congress, 
1913, The Coal Resources of the World, II, 553-559. The work done in 
Mexico by Robert T. Hill and presented to the International Geologic 
Congress in 1918 is still the standard treatise. Gonzalez Reyna, in his 
detailed treatment of Mexican coal (Riqueza minera, 394-409) in 1947, 
bemoans the lack of fuller studies, since much of what he relates is 
already generally known. 

11Luis Toron Villegas and Adrian Esteve Torres, Estudio de las 
zonas carboniferas de México, I, La cuenca carbonifera del Yaqui 
(Estado de Sonora) (Mexico, Investigaciones industriales del Banco de 
México, S.A., 1946(?); and L. Toron Villegas and A. Esteve Torres, 
Estudio de las zonas carboniferas de México, II, La cuenca carbonifera 
de Tlacolulan, Ver. (Mexico, no date of publication). 
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abilidad.” Even if future soundings should lift the total re- 
serve to 5 million tons, the Bank’s engineers believed that its 
ash content and low calorific value made the deposits’ future 
problematical. Hence, although Mexico does possess a num- 
ber of geologic deposits of coal, the possibility of soon trans- 
forming them into functioning resources is small. For the 
near future, Mexico will have to depend upon her developed 
fields in northern Coahuila. 


The coal fields of northeastern Coahuila are six in number 
and stretch in an almost straight line southwest from Eagle 
Pass, Texas, and Piedras Negras, Mexico. The northern- 
most basin, the Fuente, immediately south of Piedras Negras, 
is a part of the southern Texas coal fields. At present there 
is no mining in the Fuente Basin, although it can produce 
a fine grade of gas coal. One hundred seventeen kilometers 
south of Piedras Negras is the Sabinas basin. The Sabinas 
basin, located in a valley about 54 by 24 kilometers, contains 
the best coking and steam coal in Mexico. The valley itself 
is broken up into several subdivisions. In the center is the 
Hacienda Soledad, originally worked by the Coahuila Coal 
Company, but abandoned after an explosion. A long outcrop 
lies on the northern rim of the Sabinas basin. The outcrop 
is subdivided into the Agujita (now owned by the Pejnoles 
Co., a subsidiary of the American Metals Company), New 
Sabinas (often called the Cloete mines, now owned by the 
Mazapil Copper Co.), and the Rosita fields, (now owned by 
the Compafiia Carbonifera de Sabinas, an American Smelt- 
ing and Refining Company subsidiary). To the southwest 
of the Sabinas valley lies the Palau district, which was also 
worked by the Coahuila Coal Co., and later by a miners’ co- 
operative. Recently, Palau has been taken over by the Mon- 
terrey steel works. A small ridge of mountains about 114 
to 2 kilometers in width divides the southern part of the 
Sabinas valley from the neighboring Esperanzas basin. The 
Esperanza basin, about 35 by 5 kilometers has about 8,000 
hectares of the richest coal land in the district. Until 1936 
it was dominated by the Mexican Coal & Coke Company, a 
New York Corporation, which at one time was the largest 
coal and coke producer in Mexico. Since 1936 the mines 
have been run by a cooperative, which has confined itself 
to reworking the old galleries. 
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The three basins south of Esperanzas are of little commer- 
cial importance. The Saltillito y Lampacitos basin was ex- 
ploited on a small scale by a subsidiary of the Monterrey 
Steel Company, the Compajiia Carbonifera del Norte. The 
total production amounted to about 8,000 tons. In 1908 the 
company turned its attention to the Sabinas basin, with the 
Compafia Carbonifera de Monterrey, another steel company 
subsidiary, and concentrated on working the small El Menor 
mine on the southern edge of the valley between Palau and 
Esperanzas. The Agujitas company did some exploration 
work here too, but nothing came of it. Directly to the south 
are the other two basins: the Cuenca de San Blas, and to the 
east of San Blas, the Cuenca San Patricio. Neither of these 
has been explored adequately. On the basis of the data 
available, Gonzalez Reyna estimates the total reserves of the 
entire area at 1,690,000,000 metric tons, equivalent to around 
four years United States production.'* Since this estimate 
is based upon the figures published by the coal companies 
that were or are operating there, they are most probably 
on the optimistic side. 

The reports of the first workings are rather vague, though 
Ramirez speaks of 80 tons a day being mined.’* The first 
regular workings in the area were started under the guid- 
ance of Collis P. Huntington, who acquired rather extensive 
holdings in Sabinas. Huntington built the Mexican Interna- 
tional Railroad, paralleling the Mexican National south into 
Monterrey, in order to secure coal for the Southern Pacific 
Railroad at Eagle Pass. The International passed directly 
through the entire series of coal basins, and the first mines 
were opened for the International Railroad by a number of 
subsidiaries. The first recorded coal was mined in com- 
mercial quantities in the district in February, 1884, from the 
San Felipe mines along the Sabinas River outcrop. In a 
reply to a circular sent out by the Secretaria de Fomento on 
November 16, 1885, asking for information concerning coal 
exploitation, the governor of Coahuila, on information furn- 
nished by the jefe politicos, replied on March 4, 1886: 


...en las minas de carbon de San Felipe, a que se refiere 
el presidente de Juarez, es un criadero muy robusto, explo- 
tado par la Compafiia del Ferrocarril Internacional que 





12 Gonzalez Reyna, Riqueza minera, p. 403. 
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pasa por esta ciudad, en la que figuran como socios varios 
Mexicanos y que por los informes que tiene el personal de 
esta oficina, sacan diariamente de dichas minas trescientas 
toneladas como termino medio, y es la misma veta que pasa 
por la Villa de Sabinas hasta Muzquiz, donde se han hecho 
algunos denuncios a que se refiere el presidente del men- 
cionado Sabinas.'* 


By July, 1886, the mines had delivered 101,000 tons of coal, 
but were closed due to legal difficulties. In 1886 the Inter- 
national Railroad organized the Coahuila Coal Company, giv- 
ing it the Hacienda Soledad, up to then used for grazing, to 





13 The sources of statistics and facts for the organization of the 
Mexican coal industry before 1910 are not unified, nor are they strictly 
comparable. The following section is pieced together from the follow- 
ing sources, except where otherwise noted or more specifically identi- 
fied: Secretaria de Fomento, Informes y documentos para la estadistica 
de la mineria (Mexico, 1886); Edwin Ludlow, “The Coalfields of Las 
Esperanzas, Coahuila, Mexico,” AIME Transactions, XXXII (1902), 
140-156; Edwin Ludlow, “The Coal Industry of Mexico,” Engineering 
and Mining Journal, 88, October 2, 1909, 661-664; Manuel Schwartz, 
“Coal Mines of Mexico,” Mines and Minerals, 34, August, 1908, 33-34; 
J. R. Southworth, Las minas de México, 1905, 83-93; J. R. Southworth 
and P. Holms, El directorio oficial minero de México, X, 1908, 60-70, 
146; Anon., “Mexico’s Coal Output,” Engineering and Mining Journal, 
90, October 1, 1910, 667; Robert T. Hill, “The Coal Fields of Mexico,” 
loc. cit., Secretaria de Industrial Comercio, y Trabajo, Depto. de Minas, 
“El Carbon mineral en México, Recopilacién formada con los informes, 
articulos, folletos, etc., publicados hasta la fecha sobre la materia,” 
Boletin minero, X1I:5, May, 1921, 629-649; Gonzalez Reyna, Riqueza 
minera, 394-409; Jesis Ibarra “Principales yacimientos carboniferas de 
México,” Bol. Min., XXVI:6, December, 1928, 453-460; Luis Jimenez, 
“El Mineral de “Cloete” en la Cuenca carbonifera de Sabinas, Coah.,” 
Bol. Min., XV:2, February, 1923, 200. 

Ludlow’s article, “The Coal Industry in Mexico,” is perhaps the 
most informative written and is based on both his experience and in- 
vestigations in the district. Ludlow’s article first appeared as Paper 
No. XXVIII (Excursion du Nord) in the Guide des Excursion La Xe 
Congrés Géologique International (Mexico, 1906). The article “El 
Carbon mineral en México,” was also published by the Departmento de 
Minas as a separate. The historical survey incorporates all the known 
facts for the pre-Revolutionary era, tabularizes the available data 
(634-635), and contains an extensive biblography (642-649), as well as 
an analysis of the most common types of Mexican coal. The remainder 
of this issue of the Boletin Minero, 650-709, is composed of a series of 
inspector’s reports covering every working mine in Mexico, along with 
a most excellent series of photographs. 

14 Secretaria de Fomento, Informes y documentos para la estadistica 


de mineria, 35. 
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explore for coal. In January, 1887, the Hondo mine was 
opened on the 80,000 hectare plot south of the Sabinas River. 
By 1892, a production of 150,000 tons per year was reported. 
In January, 1888, the San Felipe mine was reopened by a new 
company, the Alamos Coal Co., and until it closed in Septem- 
ber, 1901, it had mined 1,017,000 tons of coal. In the mean- 
time, the Coahuila Coal Co., spread its holdings westward, 
taking over the Palau district. In 1892 the company report- 
ed a production of 150,000 tons, all for export. By 1904 
production was 256,000 tons of coal per year, in addition to 
which the company worked 120 beehive coke ovens.'5 

Mining in the Fuente Basin did not begin until November, 
1891, when the Piedras Negra Coal Company opened several 
mines. After producing 30,000 tons, the company was taken 
over by the Fuente Coal Company, another International sub- 
sidiary, which operated the mines from June, 1894. Within 
ten years 912,000 tons of coal had been mined. 


In the end, the plans of the Southern Pacific to utilize 
Mexican coal did not bear fruit. Although the International 
Railroad was run on Coahuila coal, the Southern Pacific 
continued to use Texas-mined coal. Even the Mexican Na- 
tional (Ladero-Monterrey-Mexico City) used Texas coal. The 
only Mexican coal used was some from the Santo Tomas 
field, which was exploited on a very small scale, and its use 
was confined to the Laredo train yards. 


The largest company to open mines in the Sabinas district 
was the Mexican Coal and Coke Company with holdings in 
the Esperanzas basin. The Esperanzas basin was discovered 
by two Americans, W. J. Elliott and E. S. Peters. The basin 
was purchased by James T. Gardiner, who incorporated the 
operating company in New Jersey on June 29, 1899. Edwin 
Ludlow was hired to open the property. In his own words 
he described his arrival: 


The writer arrived on the property on the night of 
November 5, 1899, and the view that met him next morn- 
ing was not entirely encouraging. He saw a cactus and 
mesquite desert with no trees, no houses (except a few 





15E. J. Howell, Mexico: Its Progress and Commercial Possibilities 
(London, 1892), 70; J. R. Southworth, Las minas de México, 1905, 91; 
James Douglas, “The United States and Mexico,” International Con- 
ciliation, No. 30, May, 1910; and Ernesto Galarza, La industria electrica 
en México (Mexico, 1941), 52. 
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“jackals” [sic]), and no water; but he was told that a 
small spring, two miles away, would furnish enough for 
drinking. The work already done consisted of prospect- 
holes about half a mile apart along the outcrop; and, as 
few of these had gone through the surface coal, the out- 
look, from a mining point of view, was not flattering. The 
instructions from the New York Office were to open mines 
and obtain a production of 5,000 tons per day as soon as 
possible. That is what we all have been trying to do ever 
since.?¢ : 

The company quickly became the largest in the district. 
Five years later, in 1904, it was producing 512,862 tons of 
coal and 52,737 tons of coke from 226 beehive coke ovens. 
In 1910, fifty more ovens were added. A fifteen mile rail- 
road, the Ferrocarril Carbonifera de Coahuila, was built 
running through the Esperanzas basin into the Palau dis- 
trict. The company entered into a contract with the Coahuila 
Coal Company by which the Fuente Palau, and Soledad hold- 
ings were leased to the Mexican Coal Company in return for 
a lease on its railroad to the Coahuila Coal Company. The 
railroad was later incorporated into the National Railway 
system along with the International. 

The success of the Mexican Coal and Coke Company led 
to the organization of a number of other companies. The 
chief of these companies took up the outcrop along the north- 
ern end of the Sabinas basin. The Compania Carbonifera 
“Agujita,” S.A., organized by a group of Mexicans which 
included F. Pimentel and Jancito Pimentel of cientifico fame, 
took up an area of 1600 hectares. During its first three 
years, 1905-1908, Agujita raised its production to 36,000 tons 
per month and installed 100 beehive coke ovens. Northwest 
of Agujita was a small company named the Lampacitos. The 
two companies merged in 1909, and the capitalization was 
increased to 7,750,000 pesos. In 1910 the new company was 
reported to be the largest in the district, producing 45,000 
tons of coal per month and having 469 coke ovens going.1? 

Immediately adjacent to the Agujita holdings was an area 
marked out by William Broderick Cloete. Cloete organized 
the New Sabinas Company, Ltd., in London in 1905. The 





16 “The Coal-Fields of Les Esperanzas, Coahuila, Mexico,’ 143-144. 
17 Anon., “The Coke Industry of Mexico,’ Engineering and Mining 
Journal, 90, October 1, 1910, 667. 
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ground was very faulted, and the coal was mixed with slate 
and hard to purify. Cloete died in 1914 after developing 
one mine and 60 beehive coke ovens. The property was taken 
over by Vickers of London, who finally sold a fifty per cent 
interest to the Mazapil Copper Company in December, 1919. 

Another large holding was taken next to the Cloete claim 
by Ernesto Madero. The Maderos had opened a smelter in 
Torre6én in 1902, and required a dependable supply of coal. 
At first, only 500 hectares of the Madero’s 3000 hectares 
holding appeared suitable for mining, but as more land was 
proved, a 1,600,000 peso corporation was formed at Mon- 
terrey in October, 1905. The Compafia Carbonifera de 
Sabinas held a plot 11 by 414 miles. An increase in capital- 
ization was made necessary by an explosion in the mine in 
May, 1907.18 The capitalization was increased to 5,500,000 
pesos. The increase necessitated floating stock in London, 
where the Board boasted such distinguished men as the Earl 
of Chesterfield, F. W. Baker, and 8. Bird. The actual coal 
production is unknown, but in 1910, 60 Belgian by-product 
coke ovens were installed. 120 ovens had been ordered from 
Belgium, but the installation of the last 60 was prevented by 
the outbreak of the Revolution.’®. 

At the same time as the Sabinas Coal Company was or- 
ganized, two other companies were formed. The Compania 
Carbonifera Lampazos was floated with a capital of 1,300,000 
pesos. Ernesto Madero was president and the company in- 
tended to open mines in the Monclova district of Coahuila. 
Ernesto’s nephew, Francisco I. Madero, headed the National 
Coal and Coke Company with a capitalization of one million 
pesos to exploit the San Blas basin. Nothing much came of 
either development. All in all, the Torreén smelter had put 
the Madero family pretty deep in the coal business. 

The Mexican coal industry did not maintain its full capac- 
ity very long. Its production probably approached two mil- 
lion tons a year in its hey-day. After 1920 it never quite 
reached that figure again. The weakness of the Mexican 
coal industry stemmed from many sources. The costs of pro- 





18 Fire damp was the scourge of every mine in the district, and ex- 
plosions were too appallingly frequent. (“The Coke Industry of Mexico,” 
loc. cit.) 

19], F. Marcosson, Metal. Magic, 217. 
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duction were high; the mine roofs were weak and required 
much timbering, all of which had to be brought from the 
United States. Water was another problem: too much in 
the mines, necessitating expensive pumps, and not enough 
that was portable. The slate mixed with the coal gave it a 
high ash content, and cleaning the coal was expensive. The 
coal companies did not compete, which probably contributed 
to both the retention of antiquated methods and overly high 
charges to the consumers who looked for substitutes or bought 
foreign coal. Finally, getting enough good labor always re- 
mained a headache. 


Training green labor was also a trying experience. When 
the Coahuila coal fields opened, there were no Mexican coal 
miners. At first Americans were used, but when they be- 
came addicted to the local mescal (a sort of brandy made 
from the extract of the maguey plant that tastes like a cheap 
cognac and has the effects of corn liquor), they had to be 
sent back. A group was kept as foremen; these men were 
allowed only light wines and beer. The company tried Mexi- 
cans, Japanese, Chinese, Negroes and Italians, with varying 
results. The Mexicans, recruited from farms and ranches, 
had little idea of continuous labor. When a tipple scale was 
installed, the men would follow the car out of the pit to see 
how much it weighed before loading the next car. The 
American foremen would be furious. Probably this trait 
was rooted in the peon’s distrust of “hacienda bookkeeping.?° 
Mexican metal miners could not grasp the difference between 
a coal mine and a metal mine, and were continually puzzled 
by the amounts mined. The Mexican Coal and Coke Com- 
pany rated the various groups on the number of tons per day 
loaded on cars as follows: 


SRN ae a 10 tons per day 
OI Os nk 1 a ese 0 ah 5. 
UND 5 Fas A li 
ONES See eter a a aoe Se ee 
a er Pc ee a 


The Mexican showing was based on “green miners,” since 





20It is not far amiss to mention that one of the chronic complaints 
of miners in the United States was that the weigh-masters cheated 
them in the company’s interest. 
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No average can be given for any Mexican miner except 
the inexperienced ones, since the expert Mexican miners 
all become contractors, employing from six to twenty 
laborers, and directing and inspecting, rather than per- 
sonally laboring. 

The company was basing its hopes for the future on the 


young boys who might eventually raise a generation of coal 
miners as in England, Germany or the United States. This 
hope was completely wrecked by the Revolution.*! 

The railways and metallurgical plants in the north were 
the best customers. However, in the central areas served by 
the ports of Tampico and Vera Cruz, imported West Vir- 
ginia and British coal took over the market. Transportation 
from Coahuila raised the price 200 to 300 per cent. As the 
use of fuel oil and hyro-electricity became wide-spread, the 
markets for coal declined accordingly. Quite often even the 
smelters found it convenient to import coke. After the for- 
mation of the nationalized National Railways of Mexico under 
Finance Minister José Y. Limantour’s tutelage, the railroads 
began to discriminate against imported coal by charging 
$1.00 per ton more from border points to Monterrey or Chi- 
huahua City. At this time Mexico’s consumption was esti- 
mated at 4.5 million tons of coal and 2 million tons of coke.*? 

The latest complete compilation of coal production statis- 
tics was made by Gonzalez Reyna in his Riqueza minera. His 
figures for the years 1891 to 1911 (in metric tons) are as 
follows: 


Oe stearate 200,000 aa tsi 709,654 
NI ciaieh ciate util 350,000 1OOB cr TONED 
aati 260,000 EE 
1894. 800,000 1905... 920,000 
1895 270,000 RTS 767,865 
“ee 1907_.__._.___.._... 1,024,580 
sci aca leliied 359,070 ecient _ 866,317 
ae 1909. 1,300,000 
1899 409,125 1910. 1,304,111 
06... ST SIT cal _ 1,400,000 
1901 670,000 


Source: Gonzalez Reyna, Riqueza minera, 448. 





21 Edwin Ludlow, “The Coal Fields of Las Esperanzas, Coahuila, 
Mexico,” 144-145, 147. 

22 Mexican Mining Journal, August, 1909, 16; H. Brendel, “Mining 
Coal in Mexico,” Engineering and Mining Journal, 89, May 21, 1910, 
1077, (in view of the domestic production of Mexico, and the volume of 
imports, these figures appear high); E. Galarza, La Industria eléctrica, 
54-55. 
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The method used to arrive at these figures is most obscure. 
The figures from 1891 to 1895 are undoubtedly based upon 
estimates of activity. The later figures are probably based 
upon figures to be found from time to time in diverse articles. 
The figure for 1904, for example, is that given by Edwin 
Ludlow for the Sabinas and Fuente districts. The figures 
for 1902, 1906 and 1909 are those supplied by the United 
States Geological Survey which Mr. Hill headed in Mexico 
and presented to the International Geological Congress. The 
sources for Hill’s figures were not given. Gonzalez Reyna 
rejected Hill’s estimate of 2,449,965 tons in 1910, although 
it has the appearance of being compiled from actual records. 
The intervening figures are probably based on the discussion 
of workings in the Departamento de Minas’ monograph El 
Carbon mineral en México. 


The Revolution played havoc with the coal mines. From 
1914 to 1920 fighting raged over northern Mexico, and the 
isolated mines suffered greatly. Continual complaints were 
heard from the smelters that when they were able to accumu- 
late enough ore, their supplies of coke and coal were too 
short to permit operation. Importing coke via Nogales, El 


Paso, Laredo, Tampico or Vera Cruz was problematical at 
best. In addition, the railroads’ breakdown further compli- 
cated the coal mines’ difficulties. 


Most of the coal mines were abandoned, and soon the tim- 
bers caved in and water flooded the workings. One of the 
most destructive raids of the Revolution was visited upon the 
Mexican-owned Compania Carbonifera Agujita y Anexes. 
The raid on the plant, it is alleged, was led by Carranza’s 
brother, Jesis. A ransom of 100,000 pesos was asked. There 
was no money in the treasury, and the telegraph lines to 
Mexico City were cut. Unfortunately, a severe defeat by 
Huerta forced the Carrancistas to retreat. Before they left, 
$1 million damage was done in two hours. All the wooden 
houses and buildings—including the Mexican employees’ and 
workers’ homes — were burned. The fans and fan houses, 
which were fire-proof, were dynamited. The pumps were 
destroyed, and the mines, which were very damp, filled with 
water. The company’s other plant at Lampacitos, 50 miles 
away, was saved only by the arrival of the Huertistas. Later, 
when they regained control of the area, the Carrancistas de- 
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clared the mines to be forfeit, since they were not worked, 
and confiscated the 30,000 tons of coke on hand.** 

During the fighting, the larger mining companies kept alert 
for any bargains they might pick up cheaply for operation 
when peace returned. The smaller operators, pushed to the 
wall, often were forced to sell out to the larger companies 
whose capital resources enabled them to ride out the storm. 
Coahuila coal production started to recover by 1919. In that 
year, forty thousand tons of coal a month were being pro- 
duced, about 50 per cent of normal, as well as 18,000 tons of 
coke, about one-third of normal.*4 

During the Revolution two significant shifts in coal mine 
ownership took place. The Agujita and Lampacitos mines 
passed from their Mexican owners to the Compafia de Min- 
erales y Metales, S.A. Minerales y Metales was a “second 
tier” subsidiary of the American Metals Company, which in 
turn was controlled by the Metallgesellshaft of Frankfurt. 
The mines had been confiscated earlier by the Carranza gov- 
ernment. Carranza favored their sale to a “German-con- 
trolled” company, it is alleged, because it would be a blow to 
American capital and prestige in Mexico and provide some 
competition for the Guggenheims, two of Carranza’s pet 
peeves.2> The second major change was the acquisition of 
the Madero holdings by the American Smelting and Refining 
Company. Before the Revolution, the Guggenheims attempt- 
ed to run their smelters mainly on imported coke. Later 
their policy changed; as early as 1914, they unsuccessfully 
attempted to lease the Cloete mine. The prohibitive price 
of coke during the Revolution made the company press har- 
der for a Mexican source of supply under their control. In 
1915 the Maderos sold their Torreén smelter to the Ameri- 
can Metals interests, making their coal holdings superfluous. 
In 1918 Ernesto Madero assented to the purchase of the Cia. 
Carbonifera Sabinas, and an option was obtained. The pur- 


23 Thomas E. Gibbon, Mexico Under Carranza, 148-150; Mexican 
Mining Journal, October, 1913, 499; Engineering and Mining Journal, 
96, September 13, 1913, 519; September 20, 1913, 557; U. S. State 
Department, Foreign Relations of the United States, 1914, 761. 

24 Engineering and Mining Journal, 107, May 17, 1919, 871-896. 

25 T. E. Gibbon, Mexico Under Carranza, 150-151; Luis Jimenez, “El 
Mineral de Agujita, Coahuila,’ Bol. Min., XVI:1-3, July-September, 
1923, 29. 
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chase was closed in 1919 by the Rosita Coal and Coke Com- 
pany, an American Smelting subsidiary.** 

The depression that struck in the early 1920’s did not spare 
the Mexican mining industry. However, the slackening off 
of Mexican mineral production that started during the latter 
half of 1920 culminated in the closing of the large central 
smelter. Their closing was hastened by a coal strike that 
broke out in October 1920. The strikers’ demands were high 
—including a 100 per cent wage increase—and the mine 
owners were obdurate. When the strike became more bitter, 
the mine pumps and fans were stopped, and the mines filled 
with water and gas. The government’s arbitration attempts 
were fruitless, as was an attempt to start the mines again 
with strike-breakers. By the beginning of November, trains 
stopped running, and the Torreén, Aguascalientes, San Luis 
Potosi, Saltillo and Monterrey smelters were completely shut 
down, throwing an estimated 38,000 men out of work. The 
crippling of the northern coal-burning railways made the 
importation of coal and coke from the United States im- 
possible. As metal prices continued dropping in December, 
most of the principal mines closed, and 60,000 more men were 
out of work. The coal strike was settled in January, 1921. 
The American Smelting and Refining Company had managed 
to keep its western smelters running with imported coal, but 
the northeastern and southern smelters worked only fitfully. 
The Americal Metals Company’s smelters had all been shut.?? 
From this period onward, there was a steady trend away 
from coal and toward the use of fuel oil. The quality of 
Mexican coal, its cost, and the uncertainty of supply, all led 
to a substitution of oil wherever possible.28 Although coal 
seemed to be a dying industry in Mexico after the strike of 
1920, ASARCO stuck to its holdings, and began to develop 
them in lieu of the traditional sources of imported coal and 
coke for its smelters.?® 


One of the large projects initiated by ASARCO during this 
period was the erection of an entire new unit in the Sabinas 





26]. F. Marcosson, Metal Magic, 218-219. 

27 Engineering and Mining Journal, passim. 

28 Engineering and Mining Journal, 114, August 12, 1922, 296; 
September 23, 1922, 563. 

297. F. Marcosson, Metal Magic, 215-216. 
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coal fields. A $10 million, 24-year, six per cent, first mort- 
gage bond issue had been floated in New York, earmarked 
for Mexican developments,*® and in 1923 the expansion be- 
gan. The changes centered about building a coal washing 
plant and a battery of by-product coke ovens; then running a 
zinc retort furnace by utilizing the heat from the coke ovens 
that formerly was wasted. To aid the project, the Mexican 
government granted a large number of tax and railroad rate 
reductions, contingent upon the company expending large 
amounts for the social care of the workers.*! The exact 
amount to be expended was not too clear at first. Originally, 
the talk was of a $7 million by-product coke plant, which 
later was reduced to $4 million. When completed, the project 
cost over $8.5 million (17 million pesos).22 The ASARCO 
engineers’ estimates placed the Rosita coal reserves at 100 
million tons. Operations were planned to produce 50,000 
tons of coal per month, and to erect by-product coke ovens 
of 15,000 tons per month capacity. In 1925 the plant was in 
operation. Up to that date over 30,000 tons of coal a month 
were being mined, and between 17,000 and 18,000 tons of 
coke were being produced. Among the by-products obtained 
from the new coke ovens were ammonium sulphate, benzol, 
creosote, coal tar, illuminating gas and sulphur, from which 
sulphuric acid was produced. The illuminating gas was used 
as fuel for running a zinc plant,®* which smelted concentrates 
from ASARCO’s Chihuahua mines and other northern Mexi- 
co producers. 

In connection with the development, a model village was 
built. The village, Nueva Rosita, has grown today to hold 
35,000 people. From the beginning the town was the center 
of a benevolent program. A complete hospital service for the 
workers, and for one peso a month his entire family could 





30 A. B. Parsons, “New A. S. & R. Projects in Mexico Involve 
$10,000,000 for Construction,’ Engineering and Mining Journal, 118, 
November 15, 1924, 786-787. 

31 Engineering and Mining Journal, 1138, May 20, 1922, 887. 

32 Engineering and Mining Journal, 114, July 8, 1922, 71; 115, June 
9, 1928, 1034; 123, March 5, 1927, 416. 

83 The zinc plant was opened in 1925, and run by the Mexican Zinc 
Company, an ASARCO subsidiary. The presence of the by-product- 
illuminating gas was the major reason for the location of the plant. 
(I. F. Marcosson; Metal Magic, 220-224). 
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be included. Homes with free water and light were pro- 
vided at 3 pesos a month. The company built a sewage sys- 
tem, church, casino and school, paying all expenses. A co- 
operative store was set up that supplied all necessities and 
even some luxury items at rates about 30 per cent below 
those charged by stores in Monterrey. A daily was organized, 
and a credit scheme established to enable the workers to 
purchase their own houses if they wished. Nueva Rosita 
became a show-place for both ASARCO and Mexico.** 


Mexico’s expanding mineral industry, as well as a new 
thermal electric plant in Torreén, provided markets for Mexi- 
can coal during the 1920’s. The depression and aggressive 
labor unionism during the 1930’s brought great distress to 
the industry. American Smelting’s lead in developing Mexi- 
can coal operations was not followed by the other companies, 
and those mines not directly tied to the smelters soon lost 
their markets since the railroads were converted to oil-burn- 
ing locomotives. The continued centralization of smelters 
also cut into the number of consumers of coal and coke. The 
1930’s saw the partial abandonment of the Mexican coal fields 
by private enterprise. 


The government’s hostility toward private, and particularly 
foreign, exploitation of coal lands was epitomized during the 
Cardenas administration by the extension of the National 
Mineral Reserves to include coal lands. On May 11, 1935, 
all unclaimed coal and iron lands in the states of Oaxaca and 
Puebla were incorporated into the Reserves. On October 
25, 1935, the iron and coal reserves were expanded with the 
addition of large blocks of unclaimed territory on the Gulf 
and Pacific Coasts. The Gulf coast block was later extended 
to include all iron and coal-bearing lands in the state of Vera 
Cruz between the 19th and 20th parallels. This was followed 
by the incorporation of all free coal lands in Coahuila on 
July 24, 1936. Chihuahua’s free coal deposits were added on 
July 28, 1938. Finally, on August 31, 1943, the reserves were 
extended to include all free deposits of anthracite and bitumin- 





347, F. Marcosson, Metal Magic, 279-280; Genaro Montes de Oca 
“La Compania Carbonifera de Sabinas, S.A.” Boletin minero, XX:6, 
December, 1925, 253-288; A. B. Parsons, “New A. S. & R. Projects in 
Mexico,” 786-787. 
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ous coal throughout the Republic, and they are still in that 
status.*® 

Paralleling the extension of the National Reserves into the 
free coal deposits was the growth of producers’ cooperatives 
in the Coahuila fields. The first mine to fall to the coopera- 
tives was the Cloete group, soon followed by the Mexican 
Coal and Coke Company’s Esperanza holdings. Another mine 
was the San Felipe, which came under special consideration. 
Production at the San Felipe was geared to supplying the 
thermal power plant at Torreén, and its management was 
placed under the guidance of the Comisién de Fomento 
Minero. Unfortunately, the experiment in cooperative work- 
ings did not turn out well. The Cloete production never did 
better than 2.5 tons per man-day. While San Felipe, under 
the Comisién’s tutelage, at first made a profit of 43,870 pesos 
in 1940, the return fell to 11,297 pesos in 1944 due to trans- 
portation difficulties, decrease in the coal reserve and the 
ever-increasing cost of social welfare work. Perhaps the 
most trenchant critique of a cooperative coal mine working 
was made by the investigating commission of the Armour 
Research Foundation of the Illinois Institute of Technology. 
The commission wrote: 


In the Esperanzas basin, the principal workings are 
those which were installed by the Mexican Coal and Coke 
Company and operated by that organization from 1899 to 
1936. Coal of this basin is also high in ash, but this can 
be lowered by washing and the coal can be coked. Accord- 
ingly, the operations of the Mexican Coal and Coke Com- 
pany included a washery, 200 beehive coke ovens, and a 
battery of more modern coke ovens. The seam was suc- 
cessfully worked until 1936, at which time the property 
was taken over by a cooperative formed by the miners who 
had worked for the Company, and known as the Coopera- 
tiva Industrial Carbonifera “La Conquista” S.C.L. There- 
after the operations followed a somewhat different pat- 
tern. The cooperative contented itself with working the 
coal blocks originally left in place by the Mexican Coal 
and Coke Company. The washery no longer exists. The 
newer coke ovens, shut down preceding the operating 
change, have been allowed to fall into disrepair, as have 





35 Secretaria de la Economia Nacional, Departamento de Minas, 
Boletin de petroleo y minas, IV:6, June, 1935, 18; IV B:4, October, 
1935, 29; V:I, January, 1936, 143; V:7, July, 1936, 175; V:8, August, 
1936, 15; IX-1, July, 1938, 10; XIV:10, October, 1943, 6-7. 
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also the 200 beehive ovens. Perhaps 70 of the beehives, at 
all odds the most archaic equipment on the property, have 
been put back into serviceable condition. Meanwhile the 
great portion of the mine shift and tunnels have been al- 
lowed to become flooded. With this accomplished, the 
miners are beginning to work on a new mine in the Sabinas 
basin, leaving an estimated 80 million metric tons of coal 
in the Esperanzas basin.** 

Another indication of the inefficiency of cooperative man- 
agement can be. gauged from the fact that when the Cloete 
mines were turned over to the Monterrey and Monclova steel 
mines for joint operation, improvements were introduced 
that raised the mining yield to four tons per man-day. 

The few changes in the organization of the Mexican coal 
industry within the past ten or fifteen years have been char- 
acterized by either shifts in management and ownership or 
innovations in operations. No new areas have been opened 
in the entire Republic. ASARCO now owns the Agujita 
mines in addition to its Nueva Rosita workings. The major 
Mexican-owned working is the Palai mines in the southwest- 
ern corner of the Sabinas basin operated by the Carbonifera 
Unida de Palau, S. A. (CUPSA).. The majority of CUPSA’s 
stock is held by the Nacional Financiera, while the Comisién 
de Fomento Minero has operational control. Palat’s major 
market is the Altos Hornos steel mill. At present, Nacional 
Financiera, in conjunction with the Depto. de Estudios In- 
dustriales of the Banco de México, is still considering the 
possibility of installing by-products coke ovens. In actual 
mine operations, the district is characterized by shortages or 
even a complete dearth of modern coal cutting and loading 
equipment. Hand labor is still producing Mexico’s coal 


supply.*? 


36 Armour Research Foundation of the Illinois Institute of Tech- 
nology, Technological Audit of Selected Mexican Industries (Chicago, 
1946); 21, 41; Ratl Madero and J. J. Folomir (Manager and Sub- 
Manager respectively), Informe que presenta a C. Sec. de la Economia 
Nacional la Gerencia de la Comisién de Fomento Minero sobre la labor 
desarollada por esta institucién desde que fundaba (typewritten copy 
dated August 29, 1944, unpaged). This report was graciously lent to 
the author for his examination by the Comision. 

37 The material on the present status of the Mexican coal industry 
is based upon personal investigation and a letter to the author from 
Mr. Sumner M. Anderson, Chief, Latin American Division, U. S. Bu- 
reau of Mines, dated February 8, 1952. 
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The actual weakness of the Mexican coal industry can be 
gleaned from the fact that only twice, once in the 1920’s and 
once in the 1930’s, did coal production equal the total of 1.3 
to 1.4 million tons mined annually from 1909 to 1911. At 
best Mexican coal production was only one-three hundredth 
of the average output of the United States. 


MEXICAN COAL AND COKE PRODUCTION, 1920-1950 
(Selected Years)—In Metric Tons 
Year Coal Coal Coke 
715,789 500,000* 
scat 1,444,498 500,000* 
530,400 
1,255,058 408,000 
815,907 374,827 
391,955 
* Estimated. 
Source: 1920-1940, Gonzalez Reyna, Riqueza minera; 1945-1950, U. S. 
Bureau of Mines. 


Today the Mexican coal industry is in the midst of a crisis. 
With an expanding steel industry and an important non- 
ferrous metals industry, a sufficient supply of coal and coke 
is a necessity for the Mexican economy. However, the prob- 


ability of new coke districts being opened in the near future 
is remote. Meanwhile, the Coahuila coalfields have not been 
modernized. Except for the Nueva Rosita workings of the 
American Smelting and Refining Company, coke is still pro- 
duced only in beehive ovens since modern installations are 
too expensive. The nature of Mexican coal makes the lack 
of by-product ovens doubly serious. The high percentage of 
volatile elements in Coahuila coal leads to its rapid deteriora- 
tion in storage. Secondly, the dissipation of those volatile 
elements either by evaporation or in beehive ovens is a waste 
of valuable by-products which ought to be utilized. Thus, 
while Mexican coal makes a good quality coke, a large part 
of its value is lost. The cost of modernization is prohibitive 
for Mexico today. Yet one .Mexican economist wryly com- 
mented that the cost would be less than that of a medium 
sized vessel for the United States Navy. Granting that 
Mexico’s coal resources are a thin reed to lean upon in any 
case, Mexico is faced with the ironic truth that like most 
other Latin American nations she cannot afford to build up 
vital segments of her economy for the production of national 
wealth and well-being. 





Economic Aid For 


Latin America 


By HARRIS GAYLORD WARREN* 


I 

Economic aid-for Latin America is a matter of great con- 
cern and of grave significance for the future. The debate 
over this aspect of economic foreign policy has been carried 
on with unusual intensity in Congress, the press, and special 
conferences devoted to the subject at the University of Dela- 
ware, Stanford University, and elsewhere. This broad dis- 
cussion has resulted in essential agreement on certain points. 
There is not and never has been any doubt that Latin Amer- 
ica as a region is economically underdeveloped when compared 
with other areas; it is agreed that foreign aid is needed for 
rapid development but that a key factor is willingness of the 
region to exert herculean efforts toward self-help. There is 
no dispute about interdependence, about the necessity for the 
Americas to cooperate in their mutual interest. The issues 
in dispute seem to center around the relative roles of private 
and public capital. The announcement of the Point IV pro- 
gram three years ago emphasized the necessity for broaden- 
ing technical cooperation measures and for increasing the 
flow of foreign private and public capital to underdeveloped 
areas. It may be useful, therefore, to review briefly the prog- 
ress of technical cooperation with Latin America, to sum- 
marize the extent of United States public aid, and to consider 
some of the problems connected with the flow of private 
capital to the region. 

Regardless of how much anguish the prospect may induce, 
dusk has fallen on the day when rugged individualists, un- 
tamed and irresponsible, ruled the economic jungle. Increas- 
ing pressure of populations upon dwindling resources, demand 
for equitable distribution of goods and services, and the ad- 


*Professor Warren is Professor of History at the University of 
Mississippi. This paper was presented at the convention of the South- 
ern Historical Association, Montgomery, Alabama, November 8-10, 1951. 
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vent of total warfare are among those factors that have 
compelled nations and regions to broaden and accelerate 
economic planning. Socially planned use of natural resources, 
still in its infancy, seems assured of permanence. There was 
very little planning of this type in Latin America before 
World War II. Some nations had sought the advice of for- 
eign experts from time to time; many had accepted—with 
little cost to themselves—services of philanthropic organiza- 
tions. World War II. brought two closely related efforts; 
the establishment of development agencies by Latin American 
republics and organization of the Institute of Inter-American 
Affairs by the United States. The fomento agencies found 
the Export-Import Bank in a receptive mood, particularly 
when requests for credits were accompanied by carefully 
drawn plans. Joint commissions, like the Mexican-American 
Commission (1943) and the Brazilian-American Joint Com- 
mission for Economic Development (1950) took the lead in 
proposing long-range developmental projects. 


The Institute of Inter-American Affairs, under the enthus- 
iastic leadership of Nelson Rockefeller, adapted techniques 


of the Rockefeller Foundation to establish cooperative servi- 
cios as war-time auxiliaries to other measures designed to 
assure maximum Latin American assistance in the war effort. 
Sixteen Latin American countries set up servicios. As of 
March, 1951, there were twenty-four servicio agreements 
with these countries covering projects in health and sanita- 
tion, agriculture, education, and vocational training. The 
major objectives of the Institute have not included direct 
economic aid for Latin America in the form of credits or 
grants. The emphasis has been placed on attacking basic 
weaknesses, on helping to create conditions that will make 
rapid economic progress possible. The costs of the program, 
however, have not been insignificant nor has the promise 
eventually to withdraw been realized. This sort of thing 
could go on forever. The Institute from 1942 to mid-1948 
spent some $71,000,000 on its activities and the argument 
was advanced that more should be spent to protect the 
original investment. 

An impartial evaluation of the IIAA and its works is 
extremely difficult since most of the testimony is highly 
laudatory and even smacks of special interest propaganda. 
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It appears reasonable to conclude that the balance, judged by 
results, is strongly in favor of the Institute; it has also be- 
come obvious, as Ambassador Beaulac has observed, that the 
cooperative action technique could yield great mutual benefits, 
that private capital, initiative, and skills “could make the 
greatest contribution to higher living standards. ... We 
could help only those who were ready to help themselves.” 
The ambassador foresaw extension of the technique to other 
areas “where poverty and ignorance are a menace to our 
institutions and security.” The House Committee on Foreign 
Affairs was convinced that the Institute should be continued, 
arguing that it was an effective instrument of foreign policy, 
that its activities strengthened the inter-American community, 
built up “the foundations of democratic society,” as an effec- 
tive instrument to combat the spread of Communism by 
“demonstrating the practical capacity of democratic govern- 
ments . . . to improve basic conditions of human life and 
successfully meet the challenge of totalitarian propaganda.” 
Many practices, ideas, and policies, forecasting Point IV 
had been emerging for several years before President Tru- 
man delivered his inaugural address on January 20, 1949. 
Without attempting a thorough history of the idea, we can 
observe certain significant developments of the last few 
years that culminated in the broadened technical cooperation 
program. The Export-Import Bank and wartime activities 
of RFC agencies provided the financial background; the 
Institute of Inter-American Affairs developed the cooperative 
technique. The Bretton Woods Conference in July, 1944, 
launched the International Bank for Reconstruction and De- 
velopment, promising another source of development funds. 
The United Nations charter, ratified by the United States on 
June 26, 1945, pledges the UN to promote “higher standards 
of living, full employment, and conditions of economic and 
social progress and development” and to seek “solutions of 
international economic, social, health and related problems. . .” 
In July, 1945, when the Congress was considering an in- 
crease in the Export-Import Bank’s capital, the House Com- 
mittee on Banking and Currency reported: “In many parts 
of the world rich natural resources await development... . 
The time is at hand for an era of industrialization in these 
areas. ... Domestically strengthened and stabilized through 
the reestablishment and development of their economy, our 
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allies will be better able to protect and maintain the peace 
which we are now fighting for. ... The constitution of the 
Food and Agriculture Organization of the UN, dated October 
15, 1945, includes among its purposes an increase in the level 
of nutrition and living standards, more efficiency in produc- 
tion and distribution and better rural living conditions. 
Many United States government employees contributed to 
Mordecai Ezekiel’s Towards World Prosperity Through In- 
dustrial and Agricultural Development and Expansion, an 
influential volume written in 1946 and published a year later. 
Congress received still more indoctrination when in 1947 it 
established the present Institute of Inter-American Affairs. 
The great refrain, the theme song repeated with missionary 
fervor, “We must help others to help themselves!’”’ became 
the burden of the President’s Point IV, the “bold new pro- 
gram” that was new only in the magnitude of the contem- 
plated effort. We must share our scientific and technical skills 
with underdeveloped peoples to promote their economic 
development since “Greater production is the key to prosper- 
ity and peace. ... Democracy alone can supply the vitalizing 
force to stir the peoples of the world into triumphant action, 
not only against their human aggressors, but also against 
their ancient enemies—hunger, misery, and despair.” 

The well-organized advocates of Point IV carried on an in- 
tensive campaign to write their new dispensation into law, 
to make it a cardinal principle of United States foreign policy. 
President Truman’s message of June 24, 1949, asking for 
Point IV legislation contained all of the major arguments 
in favor of technical assistance and economic aid for the 
underdeveloped areas of the world outside the Soviet sphere. 
While Congress and the public were mulling over the pro- 
posal for extensive technical cooperation, the Department of 
State endeavored to enlighten the public with its Point Four 
publication by arguing need and benefits. To carry on the 
campaign, the President in March, 1950, asked Gordon Gray, 
President of the University of North Carolina, to make a 
study of our foreign economic relations and to recommend 
policies which would strengthen the democracies. The Gray 
Report was still in the making when Public Law No. 535, the 
Act for International Development, came into effect on June 
5, 1950. Six months later the Gray Report was received. 
Then the Advisory Board for International Development, un- 
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der Nelson Rockefeller’s expert guidance, presented its loosely 
organized, simply written picture-and-chart Partners in Prog- 
ress in March, 1951, in time for the Fourth Meeting of Con- 
sultation of Foreign Ministers of American States. 


Proponents of Point IV, particularly Department of State 
spokesmen, have argued persistently along the same lines and 
apparently with the same coaching. Their case has been 
constructed on the framework of a collegiate debate: first, 
there is a need; second, it is to our interest to meet the need 
with bold action; third, our plan will succeed in meeting this 
need. The point of need is easy to establish; there is no 
sense in belaboring the point that some countries are under- 
developed compared with others—it is not a world-shaking 
discovery; nor does it greatly enlighten us to have the Senior 
Social Affairs Officer in the UN Secretariat tell us with ex- 
cessive profundity that some areas are “underdeveloped be- 
cause they are poor and they are poor because they are under- 
developed.” In marshalling arguments for the second part of 
the case, Point IV advocates invoked the fear of spreading 
Communism. People of underdeveloped areas, beset by hun- 
ger, disease, oppression, etc., will turn easily to Communism. 
Help them out of the morass and they will turn to democracy ; 
promote their economic growth and they will demand internal 
reforms; raise their living standards and they will enter 
political life; spread the industrial revolution and peace will 
result; develop the economies of underdeveloped areas as 
sources of vital materials in the defense effort and the entire 
free world will gain. We shall be strengthened since they 
will join us, our own trade will expand, their trade with 
Europe will increase; provide technical cooperation and pri- 
vate capital, aware of great opportunities, will flow into 
countries eager to welcome investment. 


These arguments imply the existence of a well defined for- 
eign policy. A Department of State official has defined the 
objectives of our inter-American policy as being “‘to advance 
the economic and social welfare of all the American Republics 
and to provide a favorable environment for increasingly 
stable, democratic governments; to maintain the security of 
the United States and... to continue with the other Ameri- 
can governments in energetic support of the regional and 
world-wide peace machinery and cultural compatibility among 





ECONOMIC AID FOR LATIN AMERICA 97 
the American peoples.” For this policy, the official claims 
that “opportunities for anti-United States propaganda and 
Communist penetration have materially diminished.” In the 
overall objective of lasting peace, “our economic foreign 
policy has been and is to supply positive measures .. . to help 
build the economic conditions and relationships needed for 
the growth of democratic societies able to defend themselves, 
and to improve their living standards.” The act for Inter- 
national Development of June 5, 1950, endorsed this state- 
ment, recognizing a fact of some years’ standing: “It is de- 
clared to be the policy of the United States to aid the efforts 
of the peoples of economically underdeveloped areas to develop 
their resources and improve their working and living condi- 
tions by encouraging the exchange of technical knowledge 
and skills and the flow of investment capital to countries 
which provide conditions under which such technical assis- 
tance and capital can effectively and constructively contribute 
to raising standards of living, creating new sources of wealth, 
increasing productivity and expanding purchasing power.” 
A verbose endorsement of this policy appears in the credo 
adopted by the Fourth Meeting of Consultation of Foreign 


Ministers of American States, and the policy was being im- 
plemented by the current series of technical cooperation 
agreements. By June, 1951, agreements had been signed 
with Brazil, Costa Rica, Chile, Peru, the Dominican Republic, 
Bolivia, Colombia, Panama, Uruguay, Ecuador, Haiti, Cuba, 
and Mexico. 


II 

Realistic thinking requires recognition of private capital 
as the major source of funds for Latin American economic 
development. The major barriers to development can be 
surmounted only by internal measures. Such problems as a 
limited domestic market, subsistence agriculture, primitive 
land use and monopolistic ownership, maldistribution of popu- 
lation, and other social obstacles to development, depend upon 
national measures for solution. Some foreign guidance may 
be welcomed, but only the people themselves can remove 
these barriers to development. Official pronouncements by 
United States government personnel have emphasized, over 
and over again, that “the greatest share of the drive and 
effort must come from the underdeveloped countries them- 





98 INTER-AMERICAN ECONOMIC AFFAIRS 


selves if our assistance is to be of any use to them.” This 
sentiment echoes the pattern set by President Truman in his 
Point IV message to Congress. 

The major source of private capital is not to be found 
abroad but within the underdeveloped nations. Latin Ameri- 
cans can and must provide most of the capital needed for 
their own development. Mexican policies, for example, par- 
ticularly since 1941, have encouraged native capitalists to 
invest in their°own country. Credits from the United States 
helped measurably, but the major effort has been national. 
Progress in development throughout Latin America will de- 
pend largely on the degree to which capitalists in the area 
are willing to strive toward that goal. 

This emphasis on private domestic capital must not be 
allowed to minimize the importance of private foreign capital 
in development. Since a large volume of foreign exchange, 
particularly dollar exchange, is needed to obtain basic capital 
goods and services, foreign investment must be sought. This 
capital, it is agreed, is needed largely in extractive industries 
and it is into such industries that private foreign capital 
flows most readily. From 1947-1949, for example, United 
States private investment in Latin America was about $1.7 
billion, bringing the total to about $6 billion. Investment 
in all underdeveloped areas was about $2.4 billion during 
these years. Aside from petroleum investments, some $385 
million went into Latin America. Government officials had 
high hopes that private capital would flow to Latin America 
in a much larger volume, in spite of various barriers largely 
created by the Latin American nations. The Gray Report, 
while expressing unwarranted confidence on this subject, 
still recognized the barriers and warned that public funds 
must supplement private capital, and Secretary Acheson on 
March 30, 1950, informed the Senate Committee on Foreign 
Relations that public funds “should supplement, not compete 
with private capital. ... We put primary emphasis ... on 
the need of stimulating an expansion of private investment 
not only to provide capital but also to provide the technical 
and managerial skills that come with capital. These high 
hopes were not realized. There was not enough private “in- 
vestment capital on terms that would satisfy both foreign 
borrowers and United States lenders.” Latin American na- 
tions generally had created and insisted on maintaining an 
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investment climate unfavorable for private capital, and sought 
instead to obtain large loans or grants of public funds. 
This unfavorable investment climate may conveniently be 
ascribed to the growth of economic nationalism, a complex 
of factors and attitudes which, however expressed, is a con- 
sequence of the industrial revolution, a stage in readjustment 
between semi-colonial economies becoming industrialized and 
older industrialized economies. The process is an old one. 
Where colonial economies import capital—banking institu- 
tions, railroads, meat packing plants, mining machinery, 
technical skills—the result is an increase in capital production 
and a restriction of the domestic market for further imported 
capital. A sign of this constriction is economic nationalism. 
“Thus there is a tendency for the export of capital to boom- 
erang, as the colonial countries which have provided welcome 
markets for the older industrial nations become built up, 
establish tariff barriers, and go into competition with their 
erstwhile benefactors. The Latin American countries, al- 
thought they have accomplished wonders in the field of debt 
default, have not yet pulled this trick on the United States, 
but it surely is as inevitable as was the invasion of Great 
Britain’s markets by the United States, Germany and Japan 
as soon as they had assimilated so-called ‘British’ technology.” 


An inevitable consequence of economic nationalism, insofar 
as it has created a climate unfavorable to the flow of private 
funds from abroad, was to create a tremendous shortage in 
venture capital. Investors no longer could contemplate either 
security of direct and portfolio investments, nor anticipate 
returns commensurate with risks. Latin American nations 
want benefits of the industrial revolution; they do not want 
to be “exploited” by importing capital from industrialized 
nations; they ended the exploitation to a large degree and in 
doing so dried up a principal source of capital without which 
they could not have a vigorous industrial revolution. Good- 
neighbor economic measures endeavored to relieve Latin 
American economies of this consequence of thoughtless econo- 
mic nationalism. The United States Treasury, through var- 
ious agencies such as the Export-Import Bank and the Point 
IV program, has stepped in to provide needed capital—and 
usually on terms advantageous primarily to the borrower. 


Every proposal to extend economic aid to Latin America 
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encounters the resistance created by barriers to private in- 
vestment, both local and foreign. The First Regional Con- 
ference of United States Ambassadors in the Caribbean Area 
concluded, in part, that where such barriers exist “the ex- 
tension of United States cooperation would be largely fruit- 
less from the standpoint of assisting sound economic develop- 
ment. It was felt that the attainment of this objective ue- 
pends to a large degree upon the readiness of the people and 
their governments to create conditions essential to expanding 
economic activity.” Unstable currencies, trade restrictions, 
unsound fiscal policies (including antiquated tax structures), 
favoritism toward powerful classes, state-owned competitive 
ventures, interference with management, discrimination 
against foreign-owned enterprises, and the ever-present threat 
of nationalization or expropriation are prominent among the 
factors that create an unfavorable climate for private for- 
eign investment. There is a great danger in our assuming 
responsibility for the failure of Latin America countries to 
develop more quickly, to acquiesce too readily in the charge 
that malpractices of foreign entrepreneurs caused erection of 
the barriers which exist. The major responsibility for creat- 
ing favorable conditions for investment lies with the individ- 
ual Latin American countries. We can’t impose reforms: 
they must come from within. Reforms can be made while 
at the same time protecting the national interest. 

The creation of a favorable climate for investment re- 
quires the cooperation of our own government, foreign gov- 
ernments, and private investors. The Department of State 
has endeavored to negotiate treaties that would provide essen- 
tial guaranties to private investors. This program has had 
little success, but an encouraging beginning is seen in the 
treaties with Uruguay and Colombia. The latter, signed on 
April 26, 1951, requires each country “to accord within its 
territories to citizens and corporations of the other, treat- 
ment no less favorable than it accords to its own citizens and 
corporations with respect to the general run of industrial, 
commercial, and cultural pursuits...” Such a program, 
however, will require many Latin American countries to take 
action that may result in severe political disturbances. The 
private investor has been exhorted to behave abroad, since 
the Department of State “cannot undertake the functions of 
sponsors of United States capital investmert.” Our business- 
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men should demonstrate the superiority of capitalism as we 
practice it, abide by foreign rules and regulations, be con- 
cerned for general welfare, improve public relations, accept 
a partnership with labor, and increase native employment 
and stock participation. These are not unreasonable requests, 
but some of them if followed certainly will reduce profits by 
increasing costs; and so long as investment in the United 
States and Canada remains so attractive, private capital will 
be reluctant to incur additional risks in Latin America. While 
there are isolated instances of more liberal treatment of pri- 
vate foreign capital, in Peru and Colombia, for example, there 
are also examples of increasing difficulties for long-establish- 
ed foreign enterprises. In attempting to encourage private 
capital to invest abroad, the Department of State has sought 
without success to obtain legislation that would insure against 
risks of expropriation without adequate compensation, in- 
convertibility of earnings into dollars, restrictions on trans- 
fers of funds, destruction from warfare, and certain other 
risks. Guaranties of this sort are not required—the risks 
involved are business risks, fully considered by investors in 
Latin America and compensated for in the high profit rates. 
Moreover, there is little reason to believe that such guaran- 
ties, in spite of effusive argumentation, “would do much to 
stimulate private foreign investment.” 
III 

The role of foreign public capital, government-to-govern- 
ment grants and loans, in Latin American economic develop- 
ment remains a controversial subject. There are certain 
kinds of basic projects that, for various reasons, should be 
or must be undertaken by governments. Highway systems, 
port facilities, irrigation and reclamation projects, produc- 
tion of electrical power, and sanitary programs are among 
the “social-rate” developments that hold out little attraction 
for private capital at present. The increasing emphasis on 
nationalization makes it unlikely that private foreign capital 
would, even if invited, flow into such activities. A country 
that lacks sufficient foreign exchange to obtain imports essen- 
tial for construction, must either forego the desired develop- 
ment or obtain foreign public funds. But, we are warned, 
loans for public works cannot be repaid unless paralleled by 
investments that will create exchange; it is here that private 
financing should function, although the foreign government 
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will be tempted to invade this field in order to create exchange 
that will enable it to service previous loans and so acquire 
still larger credits. 

Just what constitutes “public works” or ‘developmental’ 
projects is subject to considerable latitude in interpretation. 
The Volta Redonda steel project in Brazil certainly could have 
been financed by private United States capital; but it began 
in 1940 with a credit of $45,000,000 from the Export-Import 
Bank. The Companhia Siderurgica Nacional was producing 
about one-half of Brazil’s needs for iron and steel by 1950. 
Chile’s Corporacién de Fomento de la Produccién received a 
credit of $1,800,000 in August, 1950, to finance the purchase 
of road-building equipment and supplies; Colombia obtained 
a credit of $500,000 in the same month to buy a merchant 
vessel, and Mexico was favored with a $150,000,000 credit to 
Nacional Financiera for power plants, railways, fertilizer 
manufacture, beef canning, sugar milling, irrigation, and 
other projects. Panama’s Hoteles Interamericanos obtained 
$2,000,000 from the Bank in 1948 to promote tourism, and 
another $500,000 in November, 1950, while the American- 
owned Cerro de Pasco Copper Corporation received a credit 
of $20,800,000 in August, 1950, to finance a zinc refinery at 
La Oroya. Under favorable conditions, private United States 
capital probably would have been available for some of these 
projects; but the point is that United States public funds 
have been and are available to Latin America for public 
works as well as for projects normally financed by private 
capital. Such public funds are not competing with private 
capital since the latter, with some notable exceptions, has 
been extremely reluctant in recent years to seek adventures 
abroad. 

Viewing the record since 1934, one must conclude that the 
United States has been exceedingly generous in providing 
the American republics with loans for projects not par- 
ticularly attractive to private capital. The principal source 
of such public loans has been the Export-Import Bank of 
Washington, created in February, 1934, to facilitate foreign 
trade. By June 30, 1940, the Bank had authorized gross 
credits of $217,253,000 for Latin American. Terminations 
reduced the total to $153,382,000, of which more than one- 
half ($80,652,000) was not utilized. The Bank’s record from 
July 1, 1940 to December 31, 1950, indicates that the Ameri- 
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can Republics still were unable to absorb large amounts of 
public capital on a sound basis. Of some $1,240,911,000 in 
net credits authorized by all agencies, the Bank alone ac- 
counted for all but $139,145,000; and $425,393,000 (88%) 
remained unutilized as of December 31, 1950. In its total 


operations since February, 1934, the Bank had authorized ; 


about $5 billion in loans to all countries, of which only $3.2 
billion had been disbursed. Of this sum, $2,219,500,000 was 
outstanding on December 31, 1950. Active unused credits 


amounted to $749,100,000, leaving available $531,400,000 for 


further credits. During this period, the Bank had authorized 
more than $1.5 billion in Latin American credits, of which 
more than $425 million remained undisbursed. Until this 
record is changed, there will be little if any logic in the oft- 
repeated argument that more public funds must be made 
available to Latin America. For seventeen years more pub- 
lic financing has been available than Latin America could 
use for sound projects. 

In advancing credits, the Bank generally has followed 
clearly recognized principles: loans should not be made for 
local currency requirements, there should be reasonable as- 
surance of repayment, they should be for specific projects, 
they should not compete with private capital where available 
and they should promote United States foreign trade. Given 
these principles, the conclusion is fully justified that lack of 
funds has never hampered the Bank’s activities. If the 
Bank’s standards for sound projects were to be lowered, it 
could strip the United States Treasury in short order. Even 
in 1950, with the world conscious of Point IV, the Bank 
granted credits of $328 million to all of the so-called under- 
developed areas and was able to achieve a net capital outflow 
of $74 million. In the last six months of 1950, the Bank 
disbursed $34,298,000 to Latin America and received $24,- 
926,000—a net capital outflow to that area of only $9,372,000. 

The Export-Import Bank certainly is not above criticism 
in its practices, particularly for deviating from the princi- 
ples originally formulated for its guidance in making loans. 
If loans are to be made on a sound economic basis, political 
consideration must be eliminated. However, the Department 
of State has used the Bank to further its policies and the 
Bank has become a foreign-policy instrument. Anticipating 
an increased demand for capital, the Bank’s lending power 
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was raised to $700 million by September, 1940. Though not 
specifically stated, there was fear that Latin American coun- 
tries might be forced to trade with prospective enemies of the 
United States, and President Roosevelt emphasized the need 
to aid the American republics in financing the marketing of 
surplus products. As the Senate Report stated at the time, 
the Bank should be allowed to “assist in the development of 
the resources, the stabilization of the economies, and the 
orderly marketing of the products of the countries of the 
Western Hemisphere” by loaning to governments, banks, 
and nationals. Latin America, it was argued, faced “irre- 
parable economic chaos and further totalitarian infiltration” 
and would be unable “to defend against future domination 
and control by totalitarian forces.” At the same time the 
selfish motive, of enabling the United States to supersede 
European nations as Latin America’s principal source of 
essential imports, was not forgotten. In urging development- 
al loans, the Senate Report anticipated an increase in our own 
supplies of strategic materials and the welding of “economic, 
defensive, and political ties’ with Latin America. Senator 
Robert Taft, in disagreeing with the majority report, main- 
tained that “The furnishing of economic aid to South Amer- 
ica is not an advisable foreign policy. . . . Entirely apart 
from the wisdom of such a policy, we regard it as impossible 
for the United States to make any substantial impression on 
the economic condition of South America.” When the Bank’s 
lending authority was increased to $3.5 billion, the House 
Committee on Banking and Currency emphasized the tre- 
mendous demand for American products, and loans would 
help move those goods, create employment, and finance re- 
construction and development projects. The Bank’s credits 
had been primarily of three types: to banks short of dollar 
exchange to finance purchases in the United States; loans 
for the purchase of materials, equipment, and services for 
construction of public works and development projects; and 
credits to stimulate the production of strategic materials. 
Since, under the Act of 1945, the chairman of the Bank’s 
Board of Directors was the Administrator of the Foreign 
Economic Administration, and the Secretary of State was ex- 
officio a board member, it would seem rather logical that 
the Bank’s resources would be a potent foreign-policy wea- 
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pon, and the disclaimer about competition with private capi- 
tal merits little serious consideration. 

To further the objectives of foreign policy, the Bank has 
advanced credits without prior assurance of ability or will- 
ingness to repay. Defaults on any loan are serious in inter- 
national finance, particularly in view of Latin American 
sensitivity about governmental pressure applied in favor of 
private interests; but, with the default being to a govern- 
mental agency, an opposite pressure could be applied—the 
threat of “deterioration” in relations. Latin Americans, re- 
garding the Bank as a short-cut to the United States Treas- 
ury, have been displeased with the slowness to advance loans. 
Americans who believe that good will is a commodity 
for sale by Latin America are distressed. There are, also, 
former employees of the United States government who, 
trading on their Washington connections, offer their services 
to prospective borrowers. Here is a practice considered 
reprehensible when private bankers were making loans in the 
pre-New Deal days. Announcements of loans by the Bank 
sometimes are deceptive, as in the case of the $16 million 
credit in November, 1949, to aid in completing the Cocha- 
bamba-Santa Cruz highway. Bolivia’s financial position was 
so critical then that there was little prospect of the country’s 
being able to meet the repayment schedule. 

Many super-spenders have bemoaned the small proportion 
of United States war and postwar expenditures devoted to 
Latin America. There have been charges that Latin Amer- 
ica has been neglected, complaints that our good neighbors 
have not received just treatment. This indictment, repeated 
by people who should and do know better, is ridiculous. 
There has been, as we have seen, more public financing avail- 
able than Latin America could absorb; and if more private 
capital failed to flow southward, the fault does not lie north 
of the Rio Grande. The United States gave billions to Eu- 
rope; Latin America received thousands. True enough; but 
where was the war fought? Where is the major battle be- 
ing fought now against totalitarianism? Actually, there was 
an intensification of United States economic aid to Latin 
America from 1940 to 1950 on an unprecedented scale. 

During the war and postwar periods (July 30, 1940-De- 
cember 31, 1950), the United States extended a total of 
$79.4 billion in gross foreign aid to all countries in grants 
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and utilized credits. The net foreign aid was $68.8 billion, 
of which $58.9 billion were outright grants and $9.9 billion 
were utilized credits. At the end of this period of ten and 
one-half years, there were an additional $10 billion allocated 
or committed, and some $2 billion available “for foreign 
grant and credit programs.” Net foreign aid in the postwar 
period amounted to $27.8 billion. The emphasis in this period 
was upon economic recovery until the Korean War inter- 
vened; it then shifted to military assistance. Of this net 
foreign aid for the war and postwar years, the American 
republics received a gross of $1,301 million and a net of 
$947 million. The latter was made up of about $558 million 
in net grants and $389 million in net credits. In the post- 
war period to December 31, 1950, the American republics 
received $134,747,000 in grants. The European Recovery 
Program began on April 3, 1948, thus splitting the postwar 
period to December 31, 1950, into two equal parts. Before 
ERP, the American republics received $72,134,000 in grants; 
after ERP, the amount was $62,613,000. The ERP, there- 
fore, can hardly be blamed for a serious diminution of grants 
to Latin America. The largest single category of aid to 
Latin America was Lend-Lease, which accounted for $370,- 
598,000 of the total of $557,699,000. Technical assistance 
amounted to $18,893,000, and the IIAA spent some $85,- 
573,000. These items should be compared with the $80,196,- 
000 spent in Mexico alone for eradication of foot-and-mouth 
disease. During the period under consideration, the Ameri- 
can republics received 79% of the $23,887,000 expended for 
technical assistance. These sums, of course, are small when 
compared with loans and grants for European recovery, 
Philippine reconstruction, and Japanese rehabilitation; but 
one must bear in mind that Latin America suffered practically 
no physical destruction during the war. Its economic prob- 
lems were intensifield as a result of the war, but their basic 
features were what they had been for many decades. Nor 
should it be forgotten that the United States has in- 
vested $2,750 million in the International Monetary Fund 
and another $635 million in the International Bank for Re- 
construction and Development. 
IV 

Assuming that a major responsibility of a world power is 

to promote international trade in goods and services, it is 
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also the duty of a world power to provide capital to finance 
that trade. If this assumption is valid, one may have no 
qualms in supporting wise efforts to promote an outflow of 
capital from the United States and in bemoaning the relative 
smallness of that outflow to Latin America. Still, we must 
not forget that ample credits for sound projects have been 
available. Gifts or grants from public funds are, in a very 
real sense, like the water one uses to prime a pump: if a’ 
good flow is started, the priming fluid can be forgotten. 
Serious objections have been raised by persons well qualified 
to criticize the technical cooperation program. Point IV has 
been called everything from “a global WPA” to “the hope of 
your generation” for avoiding World War III. Which of 
these prophecies will prove to be correct is a question that 
can be answered by neither the severe critics nor the effer- 
vescent champions of Point IV. At least it is a deliberate 
attempt to do something about the weather, to improve the 
international climate. 

The vision that beckons on the architects of Point IV has 
led them into contradictions, has caused them to minimize 
the very real obstacles that must be overcome. Economic 
objectives of Point IV can be realized in Latin America if 
the program is accompanied by changes that will constitute 
a genuine economic, political, and social revolution. That 
such changes will come without violent opposition is too 
much to expect; but we must not lose sight of the fact that 
our advocacy of Point IV marks us as champions of revolu- 
tion. For technical cooperation to succeed, the United States 
must exercise a strong guiding influence, denying or granting 
aid only where cooperation warrants the efforts and the in- 
vestment. We shall thus be open to the charge of being 
“political commisars for economic imperialism.” The pros- 
pect of such propaganda charges must be taken in stride and 
it would be the height of folly not to use economic weapons 
to further the objectives of foreign policy. 

Latin American countries hold the key to their economic 
future. The solution of their problems lies not in receiving 
temporary subsidies from the United States Treasury but in 
creating the political conditions under which both domestic 
and foreign private and public capital can be utilized fairly 
and efficiently. They must emphasize technological progress, 
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accept the reforms necessary to achieve it, and allocate domes- 
tic funds on an ever-increasing scale to finance it. Only 
under these conditions can the “bold new program” aid 
effectively in hastening the economic and social progress of 
the American republics. 





